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1. INTRODUCTION AND SUMMARY

Q. ARE YOU THE DR. OYEFUSI WHO SUBMITTED DIRECT TESTIMONY ON
DECEMBER 1, 2009?

A. Yes.

1

2

3

4

5

6

7

8

9

10

Q. PLEASE SUMMARIZE YOUR REPLY TESTIMONY.

A. In my direct testimony, I showed that excessive intrastate switched access rates hurt

11 consumers and competition. I also showed that an immediate reduction of Arizona

12 ILE Cs' excessively high intrastate switched access rates to match the corresponding

13 interstate rates (and capping the CLECs' charges at the competing ILE Cs' levels) is a

14 reasonable, balanced step toward resolving these problems and that refonn can be easily

15 implemented. Thus, the evidence is more than sufficient for the Commission to take the

16 moderate action that AT&T has proposed and that Sprint strongly supports. Over 20

17 states have done the same, and just this past month - on January 20, 2010 .- the New

18 Jersey Board of Public Utilities announced in a public meeting that it too is requiring

19 reduction of intrastate switched access rates to interstate levels. The Board's order was

20 released on February 1, 2010, an in it the Board requires the first reductions to occur in

21 just 20 days.

22 Some parties in this proceeding, however, have gone to extraordinary lengths to

23 avoid, obscure and confuse one of the main issues in this case to determine the proper

24 intrastate access rate. First, several parties agree that access reform is necessary, but

25 advocate a weak "interim" reform that would not achieve the needed interstate parity.

26 The leading advocate of this approach is Qwest, whose position essentially boils down to

27 the proposition that "access reform is good for everybody else, but not for me." Qwest

17840-11/2362869 1



1 tries to give itself a blanket exemption from reform by proposing that all carriers other

2 than Qwest reduce their intrastate switched access rates to the rates that Qwest charges.

3 Not surprisingly, Verizon, who has asked for the same exemption in those states where it

4 is a large ILEC, agrees with Qwest. What is surprising, however, is that the Arizona

5 Local Exchange Carriers' Association ("ALECA") also supports this position, even

6 though it previously and correctly advocated that intrastate rates should be reduced to

7 parity with interstate rates (exactly as AT&T and Sprint propose here). ALECA does not

8 explain its sudden change. Staff correctly recognizes that the ultimate goal should be

9

10

equalizing all ILE Cs' intrastate and interstate switched access charges, and acknowledges

the problems associated with the lack of interstate parity, but it joins Qwest and ALECA

11 to recommend a reduction only to Qwest's intrastate rate.

12 Using Qwest's access rate as a target to which other ILE Cs' intrastate switched

13 access charges are reduced will not serve the best interests of Arizona consumers, It will

14 still leave intrastate switched access rates well above interstate levels, and would exempt

15 the state's largest LEC (and thus, the majority of access traffic) from reform altogether.

16 Moreover, Qwest's approach is not simple, as it will require other carriers to implement

17
. ]  . .

new systems and procedures to blll Qwest's rates : in contrast to the easy-to-1mp1ement

18 AT&T-Sprint proposal, under which carriers would simply use their existing interstate

19 billing procedures, systems and rates for intrastate traffic as well.

20 The purpose of this docket is not to preserve historic and increasingly

21 anachronistic access subsidy streams, or to give any one carrier a free pass. Rather, the

1 The proposal to use Qwest rate as the target will also result in inconsistent intrastate rates for the ALECA
members as some will have their rates set below their corresponding interstate level and others will be above
interstate.

17840-11/2362869 2
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1 outcome of this proceeding should be to ensure that all Arizona consumers benefit from

2 robust competition among all telecommunications providers. As I explained in my direct

3 testimony, that full measure of competition will not occur so long as IXCs remain

4 \ burdened with access S11I~<idy (i.e universal service support) obligations that other firms

5 do not bear. After the long wait for reform, and after all the time, effort, and preliminary

6 proceedings and workshops that were involved in bringing this issue and all LECs before

7 the Commission, it is time to take steps that achieve interstate parity.

8 Second, some parties (principally ALECA) have attempted to use this access

9 reform effort to automatically qualify for additional High Cost Support and Lifeline

10 funding. Should the Commission adopt access reform in this proceeding, it should ensure

11 its policy does not enable any carrier's High Cost and Lifeline status quo to change solely

12 because of the implementation of the reform. Any additional request for AUSF support

13 should be reviewed separately on its own merit.

14 Third, the CLECs steadfastly ask the Commission to ignore their market power

15 over switched access services and their exorbitant access rates, which are higher than

16 Qwest's intrastate rate and many times higher than their corresponding interstate rates. In

17 this manner, they hope to continue extracting monopoly charges from IXCs and the

18 IXCs' end users. The Commission should reject the CLECs' claims, As the New Jersey

19 BPU recently found, capping CLEC access rates at the CLECs' interstate rate levels is

20 fully warranted because, in the BPU's words, "... LECs have a monopoly over access to

21 their end users" and " "there is no ability for an INC or its customers to avoid

22 excessive access charges." In Arizona, as in New Jersey, "there is no evidence that

23 interstate access rates capped by the FCC eight years ago have caused any CLEC to exit

17840-11/2362869 3
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1 the market." New Jersey BPU Docket TX08090830, Final Order dated February 1,

2 2010, at 27.

3 The subsidy system where residential retail prices were intentionally set low,

4 supported by higher access rates, was intended for ow TT Urn /not +114 FT I-Tf"¢~\ nm *he
\ .  L\ 4 1 1 .4 1 ./\./D 1 1 \J L i v \ . L J 1 . 4 \ . » D 1 1 1 L

5 monopoly era, and that system is no longer sustainable. Some CLECs (Ag. Cox)

6 mistakenly think it was intended for them, and that they should continue to collect

7 excessive access charges in perpetuity And even if it was, most of the CLECs

8 participating in this proceeding serve no residential customers, and therefore such high

9 access charges for those CLECs cannot be justified based on the original purpose of the

10 subsidy. The fact is that CLECs' retail prices have been determined under a more flexible

11 system in Arizona than existed traditionally for the ILE Cs, their local service rates have

12 not been held to the same low levels as ILE Cs, and CLECs have been able to choose

13 which geographic areas to enter, allowing them to focus on the most profitable

14 customers. Consequently, there is no sound policy basis to maintain such high intrastate

15 switched access charges tr CLECs.

16 Moreover, despite the Joint CLECs' unsupported claim to the contrary, CLECs do

17 wield market power over switched access services, hecfwse the party who makes the

18 decision about who the access provider will be-the CLEC's end user customer -is not

19 the party who pays for the access-the INC. As I discussed in my direct testimony, and

20 as the New Jersey BPU recently confirmed, the IXCs have no choice but to use the CLEC

21 chosen by the CLEC's customers to originate or terminate calls to CLEC end users and,

22 due to price averaging requirements and technological limitations, IXCs cannot charge

z See Garrett Direct at p.4 advocating a delay of access reform in Arizona.

17840-11/2362869 4
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1 the CLEC's customers toll prices that reflect the CLEC's high access charges, and

2 therefore, cannot encourage or force them to make a different choice of access provider

3 who will accept lower access charges. The Commission should not allow CLECs to

A-r contlnue charging lusher access rates than those that would be sustained If the IXCs

5 could choose the access provider as in a competitive market, i.e., the rates of the

6 incumbent supplier - the ILEC.3 AT&T's CLEC affiliates, AT&T Communications of

7 the Mountain States, Inc. and TCG Phoenix, stand ready to reduce their intrastate access

8 rates to levels of the ILE Cs with whom they compete, if so ordered for all CLECs by the

9 Commission. AT&T's proposed caps on intrastate switched access should apply to all

10 CLECs alike so that they are all put on the same competitive footing and allowed to

11 operate on their own merits.

12 The CLECs argument that they have higher costs than the ILE Cs is not

13 convincing either. As Dr. Aron explains in her accompanying testimony, the level or type

14 of costs CLECs incur does not determine what they could charge in a competitive

15 market-where their prices would be constrained by the ALEC's prices. These carriers

16 which have access to the most efficient technology, the right to pick and choose where to

17 provide service, and more relaxed retail pricing regulations should be able to cQmp€:te

18 effectively for local exchange services, without excessive intrastate access charges, by

19 improving efficiency. They should rely only on their ohm merits to recoup any lost

20 revenue in the retail market through retail rate increases and improved service offerings.

3 This essentially means that, as a practical matter, the CLECs' Arizona cap will be similar to their interstate levels
(should the Commission reduce the ILE Cs' intrastate prices to mirror interstate) since pursuant to FCC rules the
CLECs' interstate rates have been capped at the competing ALEC's interstate rate levels since 2001. However, it
does not necessarily mean that all of the other terms and conditions from FCC's capping rules (Ag. the rural
exemption) will apply unless the Commission adopts them.

17840-11/2362869 5
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1 If they are unable to do so, they should not be permitted to mask their inefficiencies by

2 imposing excessive intrastate switched access charges on the IXCs and the IXCs'

3 customers. It is neither good economic nor regulatory policy to encourage inefficient

A
-v- CLEC operations m Arizona. A 0L xo T *°d , Ir Irorvt Tnot1\i1nn lL Hgxv IH 11 .7 L/ll \As 1. uou111u1AJ 3 Cru nwlber 01° other

5 states already have agreed with that position (New Jersey being the most recent) and have

6 capped CLEC access rates. Indeed, in New Jersey, CLECs offered many of the same cost

7 arguments offered here in Arizona, but the BPU observed that CLEC cost models

8 "grossly overstate[ ] intrastate switched access costs" by, for example, overstating cost of

9 capital, overheads and depreciation rates, and by including loop costs which, as the BPU

10 succinctly noted, "should not be included" in an access cost study. New Jersey February

11 1, 2010 Final Order at 27.

12 Finally, the Residential Utility Consumers' Office ("RUCO") does not advocate a

13 specie proposal for reform, but instead sets forth its suggested guidelines for how to

14 approach the issue. As I will show, AT&T's proposal satisfies all of RUCO's

15 suggestions. It will promote competition to the benefit of Arizona consumers.

16 AT&T's proposal will provide the incumbent local exchange carriers with the

17 opportunity to increase retail revenues to at least partially offset the access revenue

18 reductions, and in limited circumstances, allow them to draw moderately from the AUSF

19 to replace remaining access reductions.

20 Consequently, the Commission should immediately implement long-overdue

21 reforms to intrastate switched access rates, and it should reject any suggestion that reform

22 of all Arizona LECs' intrastate switched access charges be further delayed (as ALECA,

23 Qwest and Verizon have suggested) or "phased in" over a long transition period (as the

17840-11/2362869 6
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1 Joint CLECs have suggested). Any further delays in reborn will only favor some carriers

2 at the expense of others, to the detriment of Arizona consumers,

Q. HOW IS YOUR REPLY TESTIMONY ORGANIZED?3

4

5 A. In Section II, I expose the flaws in Qwest's and Verizon's "not in my backyard"

6 approach to access reform. I explain that their proposals favor themselves at the expense

7 of other carriers and the public interest.

8 In Section III, I rebut the testimony of ALECA, which piggy-backs on the Qwest

9 proposal. I show that ALECA's recommendation, that LECs' intrastate access rates be

10 reduced to Qwest's intrastate level (an approach that would give Qwest a free pass), is

11 inconsistent the objectives they themselves articulate and with the broader reform

12 ALECA itself has previously advocated. I also explain that additional burden on AUSF

13 would be minimized by adopting AT&T's gradual rebalancing approach which I

14 discussed in my direct testimony, and that AUSF should not be expanded in this docket

15 for allegedly unfunded federal "high cost" needs.

16 Section IV of my testimony refutes the Joint CLECs' implausible and Hawed

17 arguments as to why the CLECs should be excluded from access reform. I show that the

18 CLECs should easily handle the access reduction that would result if they cap their

19 intrastate switched access rates at the level of the ILEC in whose service territory they

20 operate. That will essentially be their own corresponding interstate levels if the

21 Commission also adopts AT&T's proposal to reduce the ILE Cs' intrastate switched

22 access rates to their interstate levels. I explain that the CLECs have operated by charging

23 'the same rates for interstate switched access service, which is effectively the same

24 function, since 2001 pursuant to FCC rules.

17840-11/2362869 7
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1 Section V contains my response to Staff s testimony. I explain that Staff" s

2 proposal cannot adequately remove the rate disparities that Staff correctly identifies as

3 harmful to efficiency, competition, and Arizona consumers.

4 In Section VI, I explain that AT&T's proposal satisfies RUCO's concern that

5 access reform be balanced and gradual so as not to be harmful to consumers. In Section

6 VII, I provide concluding remarks urging the Commission to take immediate steps to

7 mandate comprehensive access reform for all Arizona LECs.

8

9

10

11. RESPONSES TO THE DIRECT TESTIMONY OF Ms. LISA HENSLEY
HECKERT ON BEHALF OF QWEST AND MR. DON PRICE ON
BEHALF OF VERIZON

11 Q- PLEASE SUMMARIZE THE PROPOSALS OF QWEST AND VERIZON.

12 A. Qwest supports access reform, except when it comes to Qwest's own access charges.

13 Qwest proposes that the Commission order all other LECs to reduce their intrastate

14 switched access rates to match Qwest's intrastate rates, but give Qwest a free pass on

15 access reform. Verizon supports Qwest's proposal.

16

17

18

Q. WOULD QWEST'S PROPOSAL COMPREHENSIVELY REFORM THE
INTRASTATE SWITCHED ACCESS REGIME FOR ALL PROVIDERS TO
BENEFIT ARIZONA CONSUMERS?

19 No. Nearly all parties in this case agree that the current subsidy pricing policy is harmful

20 to competition, efficiency, and even to the ILE Cs and their customers for whom the

21 subsidies were initially created. And as AT&T has explained, only a single

22 comprehensive public policy that applies to all carriers equally can effectively eliminate

23 these problems. For starters, Qwest's approach would mean that the Commission would

24 adopt disparate policies for different carriers because some ALECA companies (i.e. those

25 whose interstate switched access charges are higher than the proposed Qwest rate) will

A.

17840-11/2362869 8
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1 reduce their intrastate access charges below the current interstate levels, other ALECA

2 members will end up with new intrastate charges above their interstate 1evels.4 And there

3 would be no change in Qwest's access charges at all, the largest ILEC, which represents

/ I
-Q

. . 5
the largest share of access mlnutes m the state.

5 While Qwest has lowered its access charges in Arizona during the last several

6 years, its intrastate switched access charges are still more than double its interstate

7 switched access charges even though both interstate and intrastate switched access

8 services are provided using substantially the same facilities. This disparity distorts and

9 hinders competition in Arizona as I described in my direct testimony. Access reform will

10 not be comprehensive if the largest LEC in Arizona gets a free pass.

11 As I stated in my direct testimony, such disparity makes no sense (because

12 interstate and intrastate switched access services provide virtually the same

13 functionality), creates opportunities for harmful arbitrage (e. g. traffic pu1nping)6, and

14 creates the administrative inefficiencies of having to maintain two separate, very different

15 sets of charges for the same underlying services.7

16 The real beneficiary of Qwest's proposal is Qwest. It will save money as other

17 T FCS aGce<Q charge< (met notably the AT FCA and CT FC acce99 charges) are reduced

18 but Qwest itself will continue to collect the exact same, excessive access subsidies that it

4 See OAO Reply Exhibit A. In next section, I provide examples of how using Qwest intrastate rate as the target
will have disparate impacts on the ALECA members.
5 Specifically, in 2008, more than BEGIN HIGHLY CONFIDENTIAL _ END HIGHLY
CONFIDENTIAL percent of the total minutes originated and terminated in Arizona, by all LECs involved in this
case, traverse Qwest network.
6 Traffic pumping schemes include LECs' support for questionable operations such as chat lines used for
pornographic or other unsavory purposes. Allowing excessive intrastate high access charges to continue in Arizona
will promote the incentives for such activities.
7 Even worse is the fact that Qwest proposal has the potential to create greater disparities among the interstate and
intrastate charges of the ALECA members. I will discuss this further in the next section.

17840-1 1/2362869 9
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1 collects today. To a large extent, the impediments to a properly functioning competitive

2 market will remain to harm consumers.

3 Comprehensive access reform is not, and should not be, designed to favor any

/|
4 carrier. It is about thepublic interest and benefits to consumers all over the state. 'PLL 113

5 Commission should not adopt any policy only to favor Qwest at the expense of Arizona

6 consumers who use traditional wireline long distance service, and who have been denied

7 the benefits of full competition because AT&T and other wireline long distance carriers

8 ("interexchange carriers" or "IXCs") are forced to bear the brunt of the LECs' access

9 charges, while competing providers using different technologies do not have the same

10 burden. The Commission should adopt AT&T's approach instead and address the access
a

11 charge issue now by requiring all Arizona ILE Cs to reduce their intrastate switched

12 access charges immediately to parity with their interstate charges, and all Arizona CLECs

13 to reduce their switched access charges to the levels of the ILE Cs with whom they

14 compete. And as I illustrated in my direct testimony, AT&T's proposal can be achieved

15 with only a 75 cents per line increase in Qwest's basic retail rate, and without raising any

16 affordability concerns.8

17

18

19

n » VERIZON SUPPORTS QWEST'S PROPOSAL IN ARIZONA. DOES VERIZON
ALSO SUPPORT THIS APPROACH IN OTHER STATES WHERE VERIZON IS
NOT AN ILEC?

20 A. Not at all. Although Verizon has suggested Qwest's average switched access charge of

21 2.2 cents per minute is a good benchmark for access reform in Arizona, Verizon has

22 advocated rates that are much lower, sometimes advocating interstate switched access

8 See Dr. Oyefusi Direct at page 62 (Table 1). With a 75 cents per line increase by Qwest, its residential monthly
retail rates would become $13.93 per line which is significantly below the retail rate benchmark level of $16.48 that
Qwest itself suggests. See Copeland Direct at page 6.

17840-11/2362869 10
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1 rates, in other states in cases that involved non-maj or ILE Cs other than Verizon or Qwest.

2 For example, in 2007, several Verizon affiliates filed a complaint before the Public

3 Utilities Commission of Ohio ("PUCO") against CenturyTel and Windstream, two ILE Cs

A
°-v whose intrastate access charges were ten or more tunes greater than those of AT&T Ohlo,

5 the RBOC serving that state.9 Verizon's Ohio complaint urgently contended that

6 allowing the defendants' intrastate access charges to remain so high:

7

8

9

10

11

12

13

hurts the state's economy, and the development of the telecommunications
industry, because more efficient competition and the consumer benefits it yields
cannot be achieved as long as coniers seek to recover a disproportionate share of
their costs from other carriers, rather than from end users. Such irrational access
rate structures "lead to inefficient and undesirable economic behavior."l0

Notably, the relief Verizon Ohio sought in that case is the same relief AT&T seeks (and
1

14 Verizon opposes) here -- a reduction in the defendants' intrastate access charges to

15 interstate levels. Verizon Ohio argued that the Ohio commission should lower the Ohio

16 LECs' rates to match those of AT&T Ohio (less than 1 cent per minute, which was

17 AT&T Ohio's interstate rate) or, "[i]fthe Commission is reluctant to move CenturyTel

18 and Windstream immediately to the same rate as other large carriers, a reasonable interim

19 solution would be to require CenturyTel and Windstream to mirror their own interstate

70 rates.
7911 Thu Ver17nn 01110 demanded that the defendant U F("Q 1ntIa<tate ecce<<

21 charges be reduced immediately from several cents per minute to less than 1 cent per

22 minute, an average rate significantly less than the Qwest rate of 2.2 cents Verizon has

23 proposed here.

9 Verizon North, Inc. et al. v. Century/Tel of Ohio et al. Case No. 07-1100-TP-C88, filed October 5, 2007 ("Verizon
Ohio Compla'mt"), at 11 12.

10 Verizon Ohio Complaint, 1121 (citation omitted).

I l Id. 1130 (emphasis added).

17840-11/2362869 1 1
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1 Likewise, in 2008, Verizon NW filed a complaint in Washington to reduce

2 Embarq's (now CenturyLink's) intrastate switched access charges because "excessive

3 switched access rates distort the playing field."'2 Verizon NW's prayer for relief sought

A
9'

l"\1"\
G11 order capping CenturyLink's intrastate switched access charges at Verizon NW's

5 level, which is, on average, less than 1 cent per minute,13 again a rate much lower than

6 the Qwest rate Verizon has proposed in this case.

7 Similarly, in July 2009 Verizon filed comments in Wisconsin on CenturyTel of

8 the Midwest-Kendal1's ("Centu1yTel's") application for an alterative regulation plan. In

9 its comments, Verizon Wisconsin sought "long overdue" reductions in CenturyTel's

10 switched access charges,'4 and it argued that "it is not in the public interest to require

11 Verizon and other carriers and their long-distance customers to continue subsidizing

12 CenturyTelfor one moment longer. Verizon again suggested that interstate parity1a 15

13 would be acceptable:

14

15

16

If the Commission declines to adopt Verizon's proposal to benchmark
CenturyTel's [intrastate switched] access rates to AT&Tls [the state RBOC], then
it should approve Staff s Option Cb to reduce CenturyTel's access rates to parity

12 Verizon Select Services, Inc., et al. v. United Telephone Company oflhe Northwest,Complaint to Reduce
intrastate Switched Access Charges, Washington Utilities and Transportation Commission, Docket No. UT-081393,
filed July 25, 2008 ("Verizon Washington Access Complaint") at 11 18.

Verizon NW's local switching rate is $0.0158172 for originating traffic and $0.001415l for terminating traffic,
Id. 1122. The complaint also notes that Embarq's interstate switched rate is below Verizon's intrastate rate. Id. 1137.

13

14 Verizon's Comments and Request for Hearing, Application of CenturyTel of the Midwest-Kendall, LLC for
Approval fan Alternative regulation Plan, Docket No. 2815-TI-105 (Verizon Wisconsin Comments), Sprint
exhibit Sprint-23, at p. 1.

15 Id. at p. 2, (emphasis added)

17840-1 1/2362869 1 2
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1

2

3

4

with its own interstate rates ...
expires in September [2009].16

begin[ning] when CenturyTe1's Existing Plan

However, the Qwest intrastate rate of 2.2 cent per minute which Verizon has endorsed in

5 this case contains the very same subsidies which Verizon complained should be removed

6 from CenturyTe1's intrastate switched access charges, and it is not at parity with Qwest's

7 interstate rate.

8

9

10

Q- WHY WOULD VERIZON SUPPORT QWEST'S PROPOSAL, GIVEN THAT IT
WOULD HAVE TO REDUCE ITS OWN ARIZONA ACCESS CHARGES TO
MATCH THOSE OF QWEST?

11 A. In those states where Verizon is the largest ILEC - and where Verizon has much more

12 access volume and revenue at stake than it does in Arizona - Verizon advocates the same

13 "not in my back yard" approach that Qwest does here. So Verizon seems willing to

14 support a policy reducing its rate to the Qwest target in Arizona (where its volumes and

15 revenues are lower and its financial exposure is much smaller) so that it can appear

16 consistent when it suggests the same free pass for itself in those other states. In New

17 Jersey, where Verizon offered the same arguments Qwest is making here, the BPU

18 rejected the Verizon position and directed Verizon, along with all other New Jersey

19 LECs, to reduce its intrastate access rates to parity with its interstate rates - i.e., the same

20 result AT&T is recommending here.

21

22

23

24
25

Q. MAINTAINING HIGH ACCESS CHARGES WOULD BENEFIT QWEST'S AND
VERIZON'S SELF-INTEREST, BUT WOULDN'T A REDUCTION IN ACCESS
CHARGES BENEFIT AT&T'S SELF-INTEREST?

There is a very important difference. Qwest and Verizon want to make other carriers'

26 consumers keep paying subsidies to them. By contrast, AT&T is not asking the

16 Id. at p. 5. Staffs Option Cb called for a 2-step reduction to the intrastate rate that would not become effective
until February l, 2012 and 2013. Id. at p. 9.

A.
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1 Commission or any other carrier for an artificial regulatory handout. To the contrary,

2 AT&T is simply asking the Commission to reduce an artificial regulatory burden that

3 AT&T - and its retail customers -- have been forced to pay for far too long. That result

A-v will only provide AT&T the opportunity to compete on its 0'vVHmerits and take its

5 chances in the market, just as businesses are supposed to do .

6

7

8

111. RESPONSE TO THE DIRECT TESTIMONY OF MR. DOUGLAS
DUNCAN MEREDITH ON BEHALF OF ALECA

9

10

a. ALECA's Testimony Contains Policy Arguments Inconsistent with its
Previous Positions.

11

12

13

.Q. HOW DOES ALECA'S PROPOSAL TO USE QWEST'S INTRASTATE
CHARGES AS THE TARGET FOR ALL LECS COMPARE TO ITS PREVIOUS
POSITIONS?

14 . A. ALECA's recent endorsement of Qwest's proposal is a dramatic and unexplained

15 reversal from its previous position. In a White Paper dated November 2, 2006, ALECA

16 correctly recognized that due to technological and competitive developments, and the

17 series of reforms the FCC had implemented for interstate switched access, the rate

18 disparities that exist between its members' interstate access rates and their Arizona

19 intrastate access rates have created an unstable business environ1nent.17 ALECA

20
. . . 18

expressed concern that its "members" financial survlval depends on access charges ...."

21 and decried the fact that lack of parity with interstate access rates disadvantaged its

22 members and their customers, and also criticized the unhealthy arbitrages made possible

23 by such disparities. ALECA agreed with the Montana Telecommunications Association

17 See whitepaper titled "The Case for Arizona Access Charge Reform," by the Arizona Local Exchange Carrier
Association (ALECA), dated November 2, 2006.
18 Id.

17840-1 1/2362869 14



\

1 that "the differences in intrastate and interstate access charges can no longer be sustained

2 in a competitive environment, especially where technology has enabled telephone calls to

3 circumvent access charges altogether.. , ." ALECA then called for immediate actionlg to

A4 reduce its members' intrastate switched access charges to the corresponding interstate

5 levels (which is the same solution AT&T has recommended in this case).

6 ALECA's direct testimony in this case enumerates some of the same points, facts,

7 history, and the problems of rate disparities, and expresses the same urgency for intrastate

8 access refonn in Arizona. However, ALECA now proposes a very different solution:

9 that its members' intrastate access rates should only be reduced to match Qwest's

10 intrastate switched access rate level." This represents a major change from ALECA's
|

11 previous White Paper, and from its discovery responses in this case, where ALECA

12 advocated that intrastate rates be reduced to parity with interstate rates.21 Moreover,

13 ALECA itself acknowledges that its current proposal would not achieve comprehensive

14 reform of Arizona intrastate switched access but is only a step toward access reform.

15 Such incomplete steps are contrary to ALECA's previous recognition that immediate

16 action is needed to achieve full interstate parity.22

19 Id. at p.7.
See Meredith Direct at p.7.
See ALECA White Paper at pp. 2-3 _

22 Recently in May 2009, in response to Staffs discovery question ALECA still maintained that it believes "....
unifying the intrastate and interstate access rates and rate structures is the appropriate action to take," as AT&T
proposes here. ALECA opposed then the same proposal it now advocates by explaining further that "....moving to
Qwest's intrastate rates would not address rate arbitrage encouraged by an individual company's variance between
intrastate and interstate access rates." See also ALECA's responses to Staff DR 1.10.

20

21
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1

2

3

4

5

Q- WOULD ADOPTING THE QWEST PROPOSAL, AS ALECA NOW SUGGESTS,
BRING COMPREHENSIVE REFORM AND ACHIEVE FULL INTERSTATE
PARITY?

No, as I explained in Section II above in rebutting Qwest's testimony. Not surprisingly,

Cu then, ALECA fails to explain how its proposal will eliminate the interstate-intrastate 1~cdn1. uucp

7 disparities (because it will not) and, more importantly, how its proposal will eliminate all

8 the problems that result from such disparities as ALECA itself previously recognized

9 (because it will not). The host of problems identified by ALECA and other parties,

10 including AT&T, will continue to exist and harm consumers, ALECA members, and the

11 IXCs if the Commission adopts ALECA's new proposal.

a Q- HOW DOES ALECA ATTEMPT TO JUSTIFY ITS NEW-FOUND SUPPORT
FOR QWEST'S PROPOSAL?

14 A. ALECA claims that (i) adopting Qwest's intrastate charges as a benchmark would

15 promote equity between urban/suburban and rural areas of the state, (ii) Qwest's charges

16 are "publicly available, and it provides a simple and straightforward target rate for

17 switched access reform," and (iii) that adopting Qwest's intrastate charges instead of

18 achieving parity with ALECA's interstate levels will lessen the burden on the AUSF."

Q. HOW DO YOU RESPOND TO ALECA'S ARGUMENT THAT USING QVVEST'S
INTRASTATE CHARGES WILL PROMOTE "EQUITY" BETWEEN
INTRASTATE SWITCHED ACCESS CHARGES IN URBAN AND RURAL
AREAS?

20

21

22

23 A. In testimony, ALECA failed to explain exactly why intrastate switched access charges

24 must be the same between distinct geographic areas or whether there is any economic or

25 public policy support for insisting that such outcome must be achieved. In fact, ALECA

26 has never previously said the difference in intrastate switched access charges between

23 See Meredith Direct at page 7.

12

13

A.
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1 geographic areas (which represent distinct and unrelated markets) was any prob1em.24

2 More importantly, ALECA has itself recognized that the real "inequity" is the present

3 disparity between interstate and intrastate switched access charges within the same

A'1 geographic area and for functionally the same services offered by the same LEC, and that

5 this has caused serious competitive distortions and arbitrage opportunities.

6 Moreover, ALECA's adoption of the Qwest proposal would still leave disparities

7 between interstate and intrastate switched access charges, and ALECA has not, and

8 cannot, establish that there are any functional differences between interstate and intrastate

9 switched access services to justify allowing such rate disparities to continue. Therefore,

10 ALECA's new proposal in this case is flawed and unsupported. According to ALECA's

11 own calculation, Qwest's statewide composite intrastate switched access charge of 2.2

12 cents per minute (which would become the ALECA members' intrastate charge if

13 Qwest's proposal is adopted) is higher than the ALECA members' composite interstate

14 charge, which is only 1.66 cents per minute. Thus, if the Commission adopts Qwest's

15 proposal, as ALECA now suggests, the ALECA members' intrastate charges will still be

16 BEGIN HIGHLY CONFIDENTIAL _ END HIGHLY CONFIDENTIAL

17 higher on average than the ALECA members' corresponding interstate charges for the

18 exact same access services. That is hardly an adequate solution to the interstate-intrastate

z4 For example, the three Frontier companies serve three distinct and unrelated service territories in Arizona, and
each is also different from the service territories of any other ALECA member in the state. There are no economic
reasons to expect that prices will align across different markets that obviously have different characteristics, nor
would that outcome yield any public interest benefits. A single policy that requires a carrier to charge the same price
within its own service area for services that are functionally the same is superior to any attempt to artificially force
intrastate access rates to align across different geographic markets.
25 See Meredith Direct at p. 7.

17840-11/2362869 17



w

1 rate disparities that ALECA correctly recognized were a threat to its members and to

2 consumers.

3 As I discussed earlier, this proposal would also create unintended complexities and

4 inconsistent results for companies within the same association, and the Commission must

5 be aware of these. The ALECA membership consists of eleven (11) independent local

6 exchange carriers (LEC) operating in Arizona,26 plus three tribal companies27 that serve

7 different geographic areas or markets in Arizona, and each has different interstate and

8 intrastate charges. Therefore, lumping these companies together and discussing their

9 charges as an average or essentially treating them like one single company is misleading.

10 Actually, the current intrastate switched access charges of ALECA members range from

11 about BEGIN CONFIDENTIAL END CONFIDENTIAL cents per minute,

12 and their interstate charges range from about 1.4 to 4.3 cents per minute. And as OAO

13 Reply Exhibit A shows, adopting Qwest's intrastate switched access rate as the target to

14 which the ALECA members' intrastate charges should be reduced would cause

15 circumstances where most members' charges will fall below their interstate levels and the

16 three Frontier cornpanies29 will still maintain intrastate charges above their corresponding

26 According to ALECA White Paper, the membership includes: Accipiter Communications, Arizona Telephone
Co., Citizens Utilities Rural, Copper Valley Telephone, CTC White Mountains, Midvale Telephone Exchange, Inc.,
Navajo Communications Company, South Central Utah Telephone Association, Southwestern Arizona Tel., Table
Top Telephone Company, Inc. and Valley Telephone Cooperative, Inc..
27 According to ALECA White Paper, the ALECA tribal members are: Fort Mojave Telephone Company, San
Carlos Apache Telecom Utiiity, Inc., and Toho ro O'Odham Utility Authority.
28 See OAO Reply Exhibit A. The average interstate rates charged by each ALECA company are based on their
2009 annual filing at the FCC. ALECA has refused to provide actual disaggregated interstate data for each of its
members when asked in discovery. See ALECA Response to AT&T 2.12.
29 The three Frontier companies are: Citizens Telephone Company White Mountains, Navajo Communications
Company, Citizens Utilities Rural,
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1 interstate levels." For example, the impact on Frontier is that after the reform to Qwest

2 target rate its intrastate switched access charges remain up to BEGIN CONFIDENTIAL

3 END CONFIDENTIAL percent higher than its corresponding interstate

4 charges 'm two of lm three study areas, and all the other ALECA members Hill 1'\QvI3 t1qp11-v 1 Au.; v v uxvl;

5 intrastate switched access charges reduced to B E G I N  C O N F I D E N T I A L  _

6 END CONFIDENTIAL percent below their corresponding interstate levels.31 The .

7 Commission should not adopt a public policy that maintains the disparities between

8 interstate and intrastate access charges which ALECA has admitted will cause peril for its

9
. 32members and their customers.

10

11

Q. WHY WOULD AT&T OBJECT IF A MAJORITY OF ALECA MEMBERS
CHARGED ACCESS RATES LOWER THAN THOSE PROPOSED BY AT&T?

12 It is true that ALECA's proposal would result in AT&T paying lower access fees to

13 ALECA members (except Frontier) than AT&T proposes. AT&T objects to ALECA's

14 proposal, however, because it would make bad policy, and AT&T is not looking to

15 benefit from any bad policy. ALECA's new proposal will maintain disparities between

16 interstate and intrastate access charges, with all the attendant problems discussed earlier.

17 In contrast, ALECA's original proposal (in its White Paper and response to Staff data

18 request) to lower intrastate access charges to interstate levels avoids these problems.

30 Another related problem is that the ALECA has not properly articulated whether the policy it has proposed here
should be treated as an ongoing cap such that when the Commission reduces Qwest's rate in any future proceeding
the ALECA members must also reduce their rates. If that was not the ALECA's intent, then the purpose of aligning
the ALECA members' rates with Qwest's rate is questionable and unreasonable. Even if that was the intent, in the
interim the ALECA must convince the Commission why it should adopt inconsistent policies where some ALECA
members' rates are pegged below the level proposed by AT&T (i.e. their corresponding interstate rates and rate
structure), and why others should have their rates set above that level.
31 Forcing these ALECA members' rates below their interstate levels will cause them to lose more access revenues
(by as much as B EG IN CO NF IDENTIAL _  END CO NF IDENTIAL percent of their annual switched access
revenue) than AT&T proposes.
32 See ALECA white paper at pp, 2-3 .

A.
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1

2

Q. WHAT ABOUT ALECA'S ARGUMENT THAT QWEST'S INTRASTATE RATE
IS PUBLICLY AVAILABLE?

3 ALECA goes nowhere in arguing that the Qwest intrastate switched access charges are

4 publicly available. The ALECA members' interstate switched access charges are also

5 publicly available at the FCC. Moreover, it would be much easier for the ALECA

6 members to match their own interstate rates (as AT&T and Sprint propose, and as

7 ALECA itself proposed in the past) than to match Qwest's intrastate rates. The ALECA

8 members already have tariffs, billing systems and procedures in place to bill their own

9 interstate switched access charges, so they can simply apply the same tariffs, systems,

10 and procedures to intrastate access. By contrast, the ALECA members would have to

11 modify their billing systems and procedures to match Qwest's intrastate switched access

12 rates and structure.

13

14

Q. PLEASE RESPOND TO ALECA'S THIRD AND FINAL ARGUMENT, THAT
THE QWEST PROPOSAL WOULD LESSEN THE BURDEN ON THE AUSF.

15 ALECA's claim that adopting the Qwest rate instead of ALECA interstate rates as the

16 benchmark for access reform will lessen the AUSF support burden is not necessarily true,

17 AT&T's proposal would require AUSF support less than one percent of total

18 telecommunications retail revenue 'm Arizona.33 I. nnv-» \n1-1" -4 A A .1
111 \./U111.)C\11D0115 lnupuban "JH

W 111

19 require AUSF support that equals 1.2 percent of Arizona's total telecommunications

20

21

retail revenue. Thus, ALECAs' proposal will not reduce the overall burden on the

AUSF, it will increase the burden.34

33 See Dr. Oyefusi Direct at pages 58 to 59 (Figure 4 & Figure 5). The amount of support needed for access reform
is minimized if the Commission adopts higher benchmark level at or below which carriers will set their retail rates.
34 ALECA suggests that a total of $32 million should be drawn by its members as AUSF support, i.e. $23 million to
replace the forgone revenue from access reform, plus an additional $9 million (completely unrelated to access
reborn) allegedly to till a gap in the Federal "high cost" funding for the ALECA members.

A.

A.
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1 Moreover, the overall burden on consumers will be much higher under the Qwest-

2 ALECA proposal, because access charges will still remain at unreasonably high levels for

3 Qwest, Verizon, CLECs, and the three Frontier companies, and the rate disparities

A-r between interstate and intrastate switched access rates would remaln. In contrast, under

5 AT&T's proposal all interstate-intrastate rate disparities will be eliminated for all

6
. . . 35

earners, consumers get more relief, and the burden on AUSF is less.

7

8

9

10

b. The Commission Should Not Allow Carriers to Use Access Reform As
Automatic Qualification Criteria for Additional High Cost and
Lifeline Funding

11

12

13

14

Q- SHOULD THE COMMISSION ADOPT ALECA'S SUGGESTION TO EXPAND
THE AUSF TO CLOSE AN ASSERTED "GAP" IN FEDERAL HIGH COST
FUNDING AND TO FUND CENTRAL ADMINISTRATION OF LIFELINE AND
LINKUP?

15 A. No. Revenue neutral access replacement should not automatically qualify any LEC to

16 receive high cost funding if that carrier's circumstances would not otherwise warrant

17 such support. Of course, implementing access rate reductions in a revenue-neutral

18 manner requires some modifications to the AUSF, as I have described in my direct

19 testimony. But it is improper for parties to use this proceeding as an opportunity to ask

20 for additional AUSF funds without adequately explaining how they merit the additional

21 support. ALECA's suggestion amounts to this: if the Commission reforms the ALECA

22 members' intrastate switched access rates it should also allow its members to draw the

23 state's high cost support to fill a gap in the Federal High cost funding system. But

24 ALECA fails to explain how the proposed access reform would have caused those

35 Even though the AT&T proposal calls for limited, perhaps gradual, retail price increases to rebalance part of the
access revenue losses, the additional consumer welfare benefits we discussed in our direct testimonies will offset
any impact on consumers, and the net effect will be positive.

ll.
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1 members' High Cost status quo to change. The position posited by ALECA is wrong,

2 and it will allow ALECA to receive more AUSF dollars (should the Commission agree

3 that its members should draw full access replacement from AUSF) than the forgone

A
°-r access T€'v'€HU€.36 ALECA should be required to justify its High Cost Support requests

5 separately such that carriers receiving High Cost Support under the current system

6 (without access reform) will continue to receive the same support, and carriers that do not

7 currently receive High Cost support will not begin to do so solely because of access

8 reform |

9 Likewise, access reform should be separated from Lifeline and Link-up, such that

10 it does not disturb availability of, eligibility for, and the retail rates charged for Lifeline

11 and Link-up. As Staff comprehensively discussed, there is already a funded process

12 explained in an industry report on this subj act, and that option should be explored first,

13 and should additional support be needed the Commission could consider such proposal

14 on its own merit.

15

16

Iv. THE COMMISSION SHOULD REJECT THE CLECS' ATTEMPTS
TO OBTAIN PREFERENTIAL TREATMENT.

'1 1
.L I a .

{"T E'f*¢ ~. Q I , I  \ T . . 4 -  L n  D . , M I  r . n m A nnnnn UnaL,1.J1u\,o shUd}u mol ac 1uACliidcu 11 Ula nuvcna R€fOi'ul

18

19

Q- IS THERE ANY MERIT TO THE JOINT CLECS' POSITION THAT THEY
SHOULD BE EXCUSED FROM ACCESS REFORM?

20 Absolutely none. Like Qwest, the Joint CLECs take the position that other LECs rates

21 should be reduced while the CLECs themselves would be allowed to avoid access reform.

22 They argue that their switched access rates should not be regulated like the ILE Cs, that

as According to its own numbers, ALECA's suggestion would give ALECA members additional subsidies to the
tune of $9 million on top of the $23 million additional AUSF support that ALECA seeks to cover access revenue
reductions, See Meredith Direct at p. 1 l.
37 See Shand Direct at pages 23 to 26.

A.

17840-11/2362869 22



\

1 rural LECs should be reformed first, and that the CLECs' reform should either wait for

2 the FCC or take up to ten years. However, as demonstrated above, and in AT&T's direct

3 testimonies, excessively high intrastate switched access charges of all LECs harm

4 consumers by aliificially increasing the wholesale cost (and thus the retail price) of long-

5 distance service. These LECs' high access charges also burden wireline IXCs with an

6 unfair competitive disadvantage vis-a-vis other long distance technologies, which

7 prevents consumers from realizing the benefits of full and fair competition. In sum, high

8 access charges hurt consumers and competition no matter which LEC charges them, and

9 that applies to CLECs as much as it applies to large ILE Cs and meal ILE Cs.

10 If anything, the case for reform applies with even more force to CLECs, because

11 the monopoly-era use of access charges to provide implicit subsidy for local exchange

12 rates was never meant for new entrants such as CLECs. Unlike incumbent LECs, CLECs

13 need not serve all customers, nor were they ever required to provide universal service to

14 high-cost residential customers. Rather, CLECs serve whom they want, where they want,

15 when they want, and their prices have been determined under a more flexible system in

16 Arizona than existed traditionally for the ILE Cs. Thus, for the CLECs, high access

17 charges are a mere handout - money doled out with no corresponding social policy quid

18 pro quo.

19 These handouts create obvious and untenable results. Based on infennatien

20 received in discovery responses, CLECs in Arizona generally charge more than Qwest's

21 excessive intrastate switched access charges. For example, all three Integra companies in

22 this case (Electric Lightwave, LLC, Mountain Telecommunications, Eschelon Telecom)

23 have higher average intrastate switched access charges than Qwest, by at least BEGIN
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1 HIGHLY CONFIDENTIAL l END HIGHLY CONFIDENTIAL P€1'C€1'1t.38 Cox's

2 intrastate switched access rate is also higher than Qwest's rate by more than BEGIN

3 HIGHLY CONFIDENTIAL END HIGHLY CONFIDENTIAL P€I'C€II1t.39 On

A"f average, the Joint CLECs composite intrastate rates are over BEGIN HIGHLY

5 CONFIDENTIAL l END HIGHLY CONFIDENTIAL percent higher than the

6
40Qwest's rate.

7 Despite the CLECs' very high access charges, most of the CLECs participating in

8 this proceeding do not serve residential customers in high-cost areas, or for that matter

9 anywhere in this State. According to discovery responses, Cox and MCImetro are the

10 only CLECs that serve any residential customers at all. Instead, the CLECs serve

11 mostly business customers, which historically have beena source of support, not the

12 recipients of support (in other words, business customers have paidhigher retail prices

13

14

than residential customers). Thus, the historical reasons underlying the adoption of high

access charges do not apply to these carriers. Therefore, access reform should apply not

15 only to the ILE Cs' intrastate access charges, but also to the CLECs' rates as well - at

16 least on the same schedule, if not sooner.

as Based on data provided by Qwest and Integra response to data request No STF 1.1.

39 Based on data provided by Qwest and Cox response to data request No. STF 1.1.

See responses of Eschelon Telecom of Arizona, Inc., Mountain Telecommunications Inc., Electric Lightwave,
LLC and McLeod USA Telecommunications Services, Inc. db PAETEC Business Services, TW Telecom of
Arizona, LLC, and XO Communications Services, Inc. ("Joint CLECs") to Staffs data request No STF l.l. Time
appears to have erroneously calculated the average rate it presented to Staff. I have recalculated and used the
corrected figure in this analysis.

40
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1

2

3

4

5

Q- SHOULD THE CLECS BE PROVIDED PREFERENTIAL TREATMENT AS
SUGGESTED BY RUCO'S WITNESS DR. BEN JOHNSON WHEN HE STATES
THAT "THE POLICY CHANGES BEING ADVOCATED IN THIS CASE WON'T
NECESSARILY HELP NEW ENTRANTS GAIN A FOOTHOLD IN THE
MARKET"?41

6 No. The CLECs have been in the telecommunications business for a long time, and they

7 now need to rely on their own strengths as competitors.42 They do not need excessive

8 access charges to survive or "gain a foothold," First, on the interstate side CLECs have

9 been limited for years by FCC-ordered "caps" that prevent them from charging interstate

10 access rates that are higher than the rates of the ILE Cs in whose territories they compete,

11 i.e., as the same principle AT&T proposes for Arizona. The CLECs have operated in the

12 interstate jurisdiction with caps developed on that basis, and there is no reason they

13 cannot operate the same way in the intrastate jurisdiction.
43

14 Second, the Joint CLECs are all large, multi-state corporations with very

15 substantial revenues ranging from Integra Telecom, which is comprised of Eschelon

16 Telecommunications, Mountain Telecommunications, Electric Lightwave, Advanced

17 Telecommunications, ($0.7 billion revenue in 2008) to XO ($l .5 billion revenue in 2008)

18 to PAETEC (331 .6 billion). Other CLECs who have not combined with the Joint CLECs

19 in this case also have significant revenue strength: Ag. Level 3 ($4.3 billion) and Cox

20 ($15 bi11i0n).'*4 Clearly, these are not "mom-and-pop" stores that need handouts to

21 survive. Indeed, no Joint CLEC was able to convincingly support any claim that it's no

41 See Dr. Johnson Direct at page 25.
42 It is past time to remove the training wheels, and either the CLECs have learned how to ride or they should get off
the proverbial "bike."
43 For all the CLECs in this case, on average, the interstate traffic constitutes more than 80 percent of the total
switched access minutes that traverse their network and these are assessed at the lower interstate rate pursuant to the
FCC capping. The CLECs have operated under the FCC's pricing regime with respect to interstate switched access
since 2001, and no calamity has befallen them.

44 See oAk Reply Exhibit B.

A.
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longer able to compete or that it had ceased providing service in any state simply because

it was required to reduce intrastate access charges.45 As the New Jersey BPU recently

3 noted, "... there is no evidence that interstate access rates capped by the FCC eight years

4 ago have caused any CLEC to exit the market,97 New Jersey BPU Feb raw 1, 2010 Final

5 Order at 27. Nor has any CLEC provided credible evidence that it would be unable to

6 remain in business or that its service would be impaired in Arizona if its intrastate access

7 charges were reduced to not exceed the rates charged by the ILE Cs with whom it

8 competes .

9 As with Qwest, the Commission should not give CLECs a free pass on access

10 reform. It should instead adopt AT&T's straightforward proposal that all ILE Cs be

11 required to reduce their intrastate switched access charge to parity with their interstate

12 rates, and at the same time the CLECs' intrastate charges should be capped at the levels

13 of the ILE Cs with whom they compete,

14

15
16

17

Q- DO YOU AGREE WITH THE JOINT CLECS' ARGUMENT THAT THE
"CARRIER COMMON LINE CHARGE" SHOULD BE MAINTAINED?"'

A. Not at all. The "carrier common line charge" is an access rate element that has absolutely

18 no relationship to access cost, rather its original pLu'pose was to help subsidize the cost of

19 the local loop. The Joint CLECs' attempt to maintain that revenue stream is completely

20 flawed both as a matter of economics and as a matter of network operations. It is

21 indisputable that the loop is a major part of local exchange service, and that loop costs are

22 a major component of the costs of basic local service. But as the New Jersey BPU

23 concluded, loop costs"... should not be included" in any determination of access costs.

45 See, Ag., Joint CLECs' response to AT&T Data Request No. ATT 1-9.
46 See Denney Direct at pages 61 to 62.
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1 Rather, the cost of the loop is caused by the local service user, and it is the same whether

2 the end user makes a million long distance calls or none. For nearly 20 years, parties that

3 have collected these charges and consumer advocates aiming to keep residential retail

4 rates at exceedingly low levels have repeated the same response, suggesting that some

5 arbitrary portion of local loop costs should be removed from local service cost

6 development and assigned to access or other services. Historically, switched access

7 charges were inflated to subsidize local loop costs as pM of the basic quidpro quo of the

8 monopoly era (to subsidize below-cost local service for universal service goals), but that

9 is no reason to forget or confuse where loop costs actually belong. The local loop is the

10 transmission line between the end user and the local switch, and the party making the

11 decision about whether to have the line available to them for any service is the end user

12 (the LEC's customer).47 Loop costs are not usage sensitive because they are the same

13 regardless of the amount of local or long distance usage. Hence, the pricing regulation

14 that recovers the loop costs from fiat-rated retail prices, rather than usage sensitive

15 switched access charges, will encourage efficient decision making by the end-user

16 consumer. The retail prices should be imposed on the end-user consumer making the

17 purchasing decision to install a loop. And it should be imposed by the local exchange

18 company that incurs the building costs. Taken together, these cost causation principles

19 require loop costs to be recovered by the local exchange company, and only the local

20 exchange company, as a flat-rated price.48 Hence, for the same reasons that implicit

47 The driver of the cost of a loop is the triggering event - placing an order for local service. The loop is built for the
purpose of providing local service.
48 That, however, is not the purpose of the instant proceeding since no party has presented a cost study that needed to
be reviewed or where the loop cost will require some allocation. Also, no one has suggested that the LECs' prices be
set at cost, therefore the Joint CLECs' discussions about NTS or cost allocation which is only germane when
reviewing cost studies are irrelevant.
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1 subsidies should be reduced (as I explained in my direct testimony) there is no

2 justification for continuing to assess the CCL as a pM of intrastate switched access rate

3
A. 49strut Lure .

4

5

6

Q- THE JOINT CLECS CLAIM THAT AT&T'S IN-STATE CONNECTION FEE
DOES NOT VARY ACROSS STATES WITH DIFFERENT INTRASTATE
ACCESS RATES_50 PLEASE RESPOND.

7 The Joint CLECs are trying to create confusion about a very simple commitment that

8 AT&T has made and that I presented in my direct testimony. As I explained there, when

9 all Arizona LECs' intrastate switched access rates are reduced to interstate levels, AT&T

1 0 will (1) eliminate entirely its $1 .49 per line in-State Connection Fee ("ISCF") currently

1 1 applicable to stand-alone long distance customers, and (2) reduce in-state rates for its
r

12 prepaid calling cards.5l

13

14

15

b. The CLECs' Arguments Should be Viewed for What They Are: To
Confuse and Distract.

1 6 Q- WHAT OTHER ARGUMENTS DID THE JOINT CLECS MAKE?

17 A. The remainder of the CLEC testimony consists of irrelevant proposals that are completely

1 8 out of the scope of the instant docket and are apparently designed to distract the

19 Commission from access refOnn. First, the Joint CLECs suggest that the Commission

20 should modify the rates paid by wireless carriers for intraMTA Traffic. This matter is not

21 before the Commission in this proceeding, nor should it be. The FCC has established the

49 The FCC has made the same conclusion in its series of access reforms in the past thirteen (13) years. See, Ag.,
FCC's CC Docket No. 96-262, 94-1, 91-213, 95-72, In the Matter of Access Charge Reform, Price Cap Performance
Review for Local Exchange Carriers, Transport Rate Structure and Pricing, End User Common Line Charges (First
Report and Order released May 16, 1997), 1136-37.
J See Denney Direct at pages 64 to 65.

51 See Direct Testimony of Dr. Oyefusi at page 42.

A.
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1 MTA rule which holds that intraMTA traffic is subj act to reciprocal compensation, 52 not

2 access charges. As I have explained earlier, this Arizona proceeding is about the

3 determination of the op ro rite rates for intrastate switched access service. Therefore,

pricing of intraMTA traffic is not at issue in this proceeding and, hence, Mr. Denney's

5 references to matters involving determination of North County Communications'

6 intraMTA rates, or intraMTA rates in general, are outside the scope of this docket.53

7 Also, Mr. Denney's suggestion to set intrastate, intraMTA terminating rates at the

8 CLECs' intrastate switched access rate is wrong.54 The proper way to reduce the

9 competitive distortions between wireline and wireless long distance services is not to

10 raise a cost-based rate (like intraMTA rate) to a legacy subsidy rate (such as intrastate
I

11 switched access charges), but to decrease the subsidy rate toward the cost-based one. The

12 Commission should disregard the Joint CLECs' proposal.

52 In the Local Competition First Report and Order, the Commission stated that traffic to or from a CMRS network
that originates and terminates within the same Major Trading Area (MTA) is subject to reciprocal compensation
obligations under section 25 l(b)(5), rather than interstate or intrastate access charges. The Commission reasoned
that, because wireless license territories are federally authorized and vary in size, the largest FCC-authorized
wireless license territory, i. e., the MTA, would be the most appropriate local service area for CMRS traffic for
purposes of reciprocal compensation under section 25 l(b)(5). Thus, section 5 l .701(b)(2) of the Commission's rules
defines telecommunications traffic exchanged between a LEC and a CMRS provider that is subject to reciprocal
compensation as traffic "that, at the beginning of the call, originates and terminates within the same Major Trading
Area." Re Developing a Unified Intercarrier Compensation Regime, CC Docket No. 01-92, Further Notice of
Proposed Rulemaking, FCC Red. At 4685, Para. 134 (2005), see also 47 C.F.R. § 51.701(b)(2), Implementation of
the Local Competition Provisions in the Telecommunications Act of 1996 and Interconnection between Local
Exchange Carriers and Commercial Mobile Radio Service Providers, CC Docket Nos. 96-98 and 95-185, First
Report and Order, ll FCC Rcd at 16014, Para. 1036 (1996) (Local Competition First Report and Order).

In the very same order from which Mr. Denney quoted his statement that he alleged required injection of
intraMTA pricing into this proceeding, the FCC clearly affirmed its MTA rule and how it must be applied. In that
order the FCC was unambiguous that access rates determined in proceedings such as the instant case cannot apply to
intrastate, intraMTA traffic: specifically, the FCC states that, "the T-Mobile Declaratory Ruling does not purport to
limit the states' general authority to regulate rates for intrastate traffic as preserved by section 2(b) of the Act, except
that LECs cannot impose compensation obligations for non-access CMRS tragic pursuant to state WWW "
(emphasis added). See North County Communications Corp., (Complainant) v. MetroPCS California, LLC,
(Defendant), File No. EB-06-MD-007, Order on Review, Released November 19, 2009, 1114.

54 Denney Direct at page 12.

4
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1

2

Q. IS THIS PROCEEDING THE PROPER PLACE TO ADDRESS THE CLECS'
CONCERNS OVER SPECIAL ACCESS?

3 No, the concerns raised by Mr. Denney about special access are federal issues, not state

4 ones, and the CLECs are trying to rehash matters already resolved by the FCC. Here the

5 Joint CLECs want to complain about the FCC's 2005 decision to discontinue unbundled

6 access requirements for certain network elements like high-capacity loops and transport

7 (which the Joint CLECs can obtain pursuant to "special access" tariffs).55 Likewise, they

8 want to argue they are somehow impaired without unbundled access to those elements at

9 the pre-2005 lower prices. But the FCC conducted lengthy proceedings on those issues,

10 and the Joint CLECs had ample opportunity to participate. The FCC decided that CLECs

11 were not impaired without unbundled access in those circumstances, and the D.C. Circuit

12 upheld the FCC's decision when certain CLECs appea1ed.56 Having failed to convince

13 the FCC or the appellate court, the Joint CLECs cannot make this issue an Arizona

14 matter. In addition, it is inappropriate to inject special access into this proceeding, or

15 compare special access as an example of how snatched access rates must be determined.

16

17

18

Q- THE JOINT CLECS ALSO ARGUE THAT THE COMMISSION SHOULD
NOT ALLOW CARRIERS TO ENTER INTO CONTRACTS FOR SWITCHED
ACCESS SERVICE_57 HOW DO YOU RESPOND?

19 I disagree. All the parties in this case, except the Joint CLECs, agree that carriers should

20 be allowed the flexibility to enter into switched access services contracts that enable them

21 to address critical business issues in a timely manner, without the need to go through

55 See Denney Direct at page 27.
56 Re Unbundled Access To Network Elements, CC Dkt. 01-338, Order on Remand, 20 FCC Red. 2533 (Rel. Feb
04, 2005), Coved Communications Co. v. F.C.C., 450 F.3d 528 (D.C.Cir. 2006)
57 Denney Direct at page 55.

A.
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1

2

lengthy regulatory proceedings. I have explained the reasons for this in detail in my direct

testimony, and will not repeat them here.

3

v. RESPONSE TO THE DIRECT TESTIMONY OF WILFRED SHAND ON
BEHALF OF COMMISSION STAFF

a. Staffs Suggestion that Arizona's Access Reform Policy Should be
Developed in Stages that will Slip Qwest in First Round

4

5

6
7

8

9

10

11

Q. DOES STAFF AGREE THAT INTRASTATE ACCESS REFORM IS NEEDED IN
ARIZONA?

12 Yes. Staff correctly believes that public interests will benefit from access reform." Like

13 Qwest, Verizon, and ALECA, however, Staff suggests using Qwest's rate as the target, a
n

14 proposal that precludes achieving comprehensive reform with interstate parity that will

15 benefit Arizona consumers. Even the Staff' s witness concedes that Staff" s proposal

16 which excludes Qwest from access reform -- is only "a reasonable step in the move

17 toward consistency with interstate rates."60 Staff' s proposal does differ from that of

18 Qwest, Verizon and ALECA in one important respect: by stating that "....this is a

19 reasonable second in the move toward consistency with interstate rate...." and that

$5....Staff is not recommending further reductions to Qwest's intrastate switched access

21 rates as a result of this docket...." Staff appears to leave open the possibility that Qwest's

rates could be reformed in a future docket.6I22

5s See Dr. Oyefusi Direct at page 50 to 51.
59 See Shand Direct at p.9. According to Staff, there are four benefits that would be derived from access reform: l)
Price Efficiency, 2) Reduction of arbitrage opportunities, 3) Elimination of differences in rates that occur because of
regulatory decisions, 4) Establishment of more consistent and rational intrastate switched access rates.
60 See Stand Direct, Executive Summary.

See Shand Direct at page 2, lines 18 to 21.61

20

A.
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Q.1

2

3

4

5

STAFF ARGUES THAT BECAUSE QWEST'S ACCESS RATES HAVE BEEN
REDUCED TO SOME EXTENT IN THE PAST, QWEST SHOULD BE GIVEN
A FREE PASS IN THIS PROCEEDING. WHY IS THIS NOT A LEGITIMATE
REASON TO POSTPONE REFCRM OF QWEST'S RATES TO ANOTHER
DOCKET?

62

6 As I stated earlier in responding to Qwest, Verizon and ALECA, the Commission should

7 not give a free pass to Qwest, which is the largest LEC in Arizona. Dr. Aron, in her

8

9

accompanying testimony, has given further reasons why Staff" s proposal to delay reform

of Qwest's access rates is wrong from an economic perspective.63 The question in this

10 proceeding is not what carriers have done in the past, but whether their rates today are

11 just axle reasonable. That is especially true of Qwest because Qwest has the largest access

12 volumes in Arizona, and its high access rates do the most harm to consumers and

13 competition even if Qwest's rates are, relatively speaking, lower than other carriers that

14 have much smaller volume.

15 I will also add here that the Qwest/Staff proposal would lead to inconsistent

16 policies for different parties, will not achieve all of the benefits assumed by Staff, and

17 will not resolve the problems associated with interstate-intrastate rate disparities. The

18 amount of past access reductions by any one carrier should not discourage the

19 Commission from adopting a policy that will, going forward, promote consumer welfare,

20 facilitate competition, and achieve the needed interstate parity in Arizona. Nor should it

21 influence the Commission to leave the largest carrier, whose access rates do the most

22 harm, out of reform. Simply put, allowing Qwest to escape access reform at this time, as

23 Staff and Qwest suggest, would mean that more than

e2 See Id. at pp. 2-3 .
63 See accompanying testimony of Dr. Debra J. Aron at Section VIII,

A.
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1 BEGIN HIGHLY CONFIDENTIAL _ END HIGHLY CONFIDENTIAL

2 percent of Arizona access minutes (the proportion that traverses Qwest's network) will

3 not be affected one bit by Staff' s proposed access reform. Under the Qwest/ Staff

proposal, access rates would be reduced only for the minority of access minutes carried

5 by other LECs - and even for those LECs, intrastate access rates would still diverge from

6 their corresponding interstate levels.

7 Thus, Staff and Qwest would leave a critical policy question unanswered and a

8 critical goal unachieved, i.e. whether (how) the intrastate rates of all the Arizona ILE Cs

9 should be set at parity with their corresponding interstate rates so that the problems of

10 interstate-intrastate rate disparities can be eliminated. As I discussed earlier, access

11 reform should not be about (or favor) any one company, it should be about the consumers

12 and public interest and affect or apply to all carriers equally. The partial reduction that

13 Staff referenced is not a good reason for skipping Qwest: whatever reductions Qwest has

14 made in the past, Qwest's rate today is unreasonable, harmful to competition, efficiency,

15 and Arizona consumers. If anything, it means that reform shouldbe easier for Qwest

16 because it already has a head start on reform and will be impacted less by access revenue

17 reductions .

Q- WOULD THE ACCESS REVENUE REDUCTION FOR QWEST BE LARGER
THAN FOR OTHER CARRIERS?

20 Not really. It is true that in raw dollars, the reduction in Qwest's revenues will be larger

21 than for other LECs if the Commission adopts interstate-intrastate parity for all LECs, as

22 it should. That should not be a surprise, since Qwest carries the largest proportion of

23 intrastate minutes on its Arizona network. But Qwest also has the largest customer base,

18

19

4

A.
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1 so its reduction in access revenues per customer is quite modest, and rebalancing that

2 reduction in access revenues will be very simple. By my calculation, if Qwest were to

3 recover the entire access reduction by increasing its local service rates, the resulting

4 increase in local service rates would be only 75 cents per month, and the resulting

5 monthly rate (an average monthly rate of $13.93) would certainly remain affordable.

6 Bear in mind, too, that AT&T proposes that this option as an opportunity and not a

7 mandate, and assumes that Qwest would choose that option to recover the entire access

8 reduction through rebalancing local rates, since the amount of access reduction per line is

9 small and would not require an increase that is likely to reach any reasonable benchmark

10 level. Qbviously, Qwest may have other options, like cost savings, that it is free to

11 choose, and in that case the increase in its local rates would be lower still. The final

12 decision on which option works rests with Qwest, since Qwest knows its own business

13 best.

Q- WHAT IF THE COMMISSION DOES DECIDE TO USE QWEST'S ACCESS
RATES AS A STEP TOWARDS FULL REFORM?

14

15

16

17 A. As Ihaveexplained, the Commission should not give Qwest an exemption from

18 reform, but if the Commission did decide to use Qwest's rates as a step towards

19 comprehensive reform, it should adopt a single access reform policy that would clearly

20 chart out the final destination and the path that carriers will take to that final destination,

21 i.e. spell out where the rates will ultimately go, and the stages or steps that must be

22 travelled as expressed in Staff' s testimony. If the Commission simply takes one step

23 towards reform without saying anything about the desired end result, it would have to

24 start all over from square one to implement additional reforms. The New Jersey Board

25 clearly spelled out its process and goals for reform in its February 1, 2010 final order. In

17840-1 1/2362869 34
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1 that decision, the Board clearly stated that its policy for access reform was reaching

2 interstate parity by all ILE Cs and capping all CLECs at the ILE Cs' levels, and then laid

3 out a clear implementation process that will get all LECs to that policy position over a

4 three-year transition period (much shorter than the CLECs have suggested in this case).

5 The New Jersey Board did not play favorites for any one particular carrier, rather it stated

6 clearly its policy and tailored implementation to only reflect any reasonable or practical

7 concerns expressed by parties that either opposed reform or advocated delay.

8

9

Q. WHAT POLICY HAS STAFF SUGGESTED FOR THE ALECA MEMBERS AND
THE CLECS?

10 Staff proposes that Qwest's current intrastate rate should be used as the target to which

11 the ALECA members' and CLECs' intrastate rates will be reduced. This suggestion

12 suffers from the same flaws that I discussed in response to Qwest and ALECA witnesses:

13 if adopted, the Commission and parties will devote a great deal of time and work to

14 implementing a proposal that still falls short of comprehensive reform with interstate

15 parity in Arizona. The bulk of the problems Staff claims it wants to solve will still

16 remain and the consumer benefits Staff anticipates will not be achieved.

17

18

19

Q. IN LIGHT OF THIS POINT, How SHOULD STAFF'S PROPOSAL BE
AMENDED IN CASE THE COMMISSION DECIDES TO ADOPT IT AS AN
ALTERNATIVE TO AT&T'S PROPOSAL?

20 Before I propose any amendments, I first reiterate that Staffs proposal will delay the

21 consumer benefits that would be produced by full reform. To the extent the Commission

22 decides to adopt Staff" s proposal, it, like the New Jersey Board, must first clearly

23 proclaim its overall policy for access reform: reduction of intrastate rates to interstate

24 levels that will equally apply to all ILE Cs, including Qwest, and with all CLECs' charges

A.

A.
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1 capped at the ILE Cs' levels. The commission may then consider whether any

2 circumstances Staff explains support implementing its policy in stages. For example,

3 instead of using Qwest rate as target, the Commission should set interstate parity as its

A-r and then require all LECs (except Qwest) to implement that policy immediately

5 under the procedure I explained in my direct testimony, and briefly delay implementation

6 by Qwest until the Commission's pending proceeding to review Qwest's Renewed Price

7 Regulation Plan (T-01051B-03-054). Should the Commission wish to pursue that option,

8 AT&T suggests that the timing and process for its review of Qwest's Price Regulation

9 Plan be clearly stated, in this order, so that the Commission does not leave any

10 uncertainty with regard to how the reform of Qwest's intrastate access rates will be

11 addressed.

12 However, AT&T stresses that it is not amending its original proposal that all

13 LECs' intrastate access charges be reformed now. AT&T believes it is much more

14 efficient if the Commission establishes one policy to achieve access reform for all LECs

15 now, and implements that policy immediately for all carriers, including Qwest. As many

16
. . . . . 64

parties in thls proceeding have observed, access reform is long overdue.

b. Staff Suggests that the Commission Consider Adopting
Procedures to enable Immediate Implementation of Access
Reform.

17

18

19

20

21

22

23
24

Q. WHAT DOES STAFF BELIEVE WILL BE REQUIRED BEFORE CARRIERS
COULD DRAW FROM AUSF?

A. Staff suggests that ALECA members (ILE Cs) should File rate cases, to comply with R14-

25 2-103 requirements, before they can draw access replacement revenue from AUSF. Staff

64 Staff admits that its proposal "is a reasonable second in the move toward consistency with interstate rates." See
Shand Direct at page 2,

l7840~l 1/2362869
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1 appears concerned that without requiring these rate cases the Commission will be forcing

2 customers already paying 824.46 per month retail rate to subsidize companies charging

"1
J retail rates as low as $9.25 per month.65 That will be inequitable, according to Staff.

4 Q. HQW DO YQU RESPOND?

5 A. AT&T agrees with Staff that the existing artificial imbalance of retail rates among

6 carriers across the state should be reduced as much as possible. In my direct testimony, I

7 expressed a similar concern that Arizona consumers who contribute the most to the

8 AUSF often face higher retail rates and, in general, significantly higher telephone bills,

g while the customers of carriers that receive AUSF have significantly lower retail rates

10 and telephone bills. However, AT&T believes that the bulk of the inequity described by

11

12

Staff can be reduced without involving the complex and time consuming process of rate

cases that could unnecessarily delay the implementation of access reform.66 Staff, too,

13 realizes that time is of the essence and suggests procedures to allow access reform to

14 occur immediately.

Q. DO YOU AGREE THAT ACCESS REFORM is URGENTLY NEEDED?
15

16

17

18 A. Yes. In my direct testimony and here, I have explained the serious problems and

19 consumer harm produced by the current high level of intrastate switched access charges

20 in Arizona. I agree that the Commission should work toward developing procedures to

21 adopt much needed intrastate switched access reform as soon as possible, and that reform

es Staff states that the ALECA residential retail rates range from $9.25 to $24.46 per month and claims that "it
would be inequitable to require ratepayers with a $24.46 monthly rate to provide an AUSF surcharge subsidy to a
company and its ratepayers whose monthly local service rate is, for example, $9.25." See Shand Direct at p. 18.
Staff claims that the R14-2-103 filing is required for the Commission to ensure companies are providing service at
reasonable rates.
Se Staff has suggested a schedule for the R14-2-l03 rate cases for all ALECA members with the shortest duration of
about 12 months and the longest duration of 42 months, after a decision in this docket. See Shand Direct at pages 27
to 28.
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1 should eliminate interstate-intrastate rate disparities, promote efficiency, apply to all

2 carriers equally, and encourage competition. Only AT&T's proposal will ensure that

3 outcome. Other parties' proposals to omit Qwest or to reduce the ALECA members '

intrastate
67

4 rates to disparate levels relative to their interstate rates will not.

5

6

Q- DOES AT&T HAVE SPECIFIC SUGGESTIONS FOR AUSF RULES
REVISIONS?

7

8

A. Yes. They are attached to this testimony as OAO Reply Exhibit C.

c. Staff's Proposal to adopt Benchmark on a Carrier-by-Carrier
Basis will Cause Unnecessary Complexities and Delay.

9

10

11

12

13

14

15

16

Q. WHAT WAS STAFF'S RECOMMENDATION REGARDING THE ROLE OF
THE RETAIL RATE BENCHMARK?

Staff opposes implementation of a statewide benchmark as AT&T and Qwest have

17 suggested, claiming that individual LEC circumstances differ and that the statewide

18 benchmark will not allow the Commission "flexibility to address each company and its

19

20

ratepayers on an individual company basis..." and that "statewide benchmark ignores the

disparate costs of providing service."6B Although its contention was not explained in

21 detail, Staff supports retail rate benchmarks determined on an individual company basis.

22

23

24

25

Q- HOW DO YOU RESPOND?

Staff appears to be concerned about the significant disparities in the Arizona LEC retail

26 rates, but, unfortunately, opposes the solution that will equalize those rates in the most

27 reasonable manner. Staff has not explained how individual company benchmarks will

67 As I discussed above, for example, the interstate-imTastate rate disparities for all the Arizona carriers will still
remain under ALECIA-Qwest proposal.
68 See Shard Direct at page 16.

A.

A.
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1 eliminate inequities in retail rates. Carrier-by-carrier benchmarks are not likely to be the

2 same, and therefore the retail rate disparities would still exist. In contrast, I offered a

3 proposal in my direct testimony, wide detailed illustrations, to close the retail rate range,

and I addressed Staffs concern that consumers already paying higher retail rates should

5 not continue to heavily subsidize those currently paying lower retail rates.69

6 Also, I explained that AT&T's proposal to close the gaps between urban and rural

7 rates is consistent with the Congressional universal service principle that rates should be

8
. . . . 70 .

reasonably comparable for s1m11ar sewlces in urban and rural areas. I reiterate here that,

9 not only would the single statewide benchmark save the Commission a great deal of time

» ¢n
J.U and work, it helps to ensure this reasonable comparability. Individual ca1Tier-specific

11 benchmarks would not.7]

VI. RESPONSE TO DIRECT TESTIMONY OF DR. BEN JOHNSON ON
BEHALF OF RESIDENTIAL UTILITY CONSUMERS' OFFICE

12

13

14

15

16

17

18

19

Q. WHAT HAS RUCO'S WITNESS DR. BEN JOHNSON SUGGESTED THE
COMMISSION SHOULD DO IN THIS CASE?

A. Dr. Johnson agrees with AT&T and the other parties that access reform is necessary in

20 Arizona, but he does not specifically articulate which policy RUCO or he wants the

21 Commission to adopt to achieve the reform. He only suggests some guidelines that he

22 alleges will provide a balanced policy approach, and he generally cautions that the

23 Commission should not implement access reform in an extreme manner that will hand

24 consumers. As Dr. Aron and I have explained in our direct testimonies, AT&T's proposal

69 See Dr. Oyefusi Direct at page 56, also citing Dr. Aron Direct, Section IV(D).
70 See Dr. Oyefusi Direct, citing 47 u.s.c, § 254(b)(3).
71 Individual carrier-by-carrier benchmark process is also deficient because it would task the Commission's time and
resources.

4

17840-1 1/2362869 39



1

1 is the only balanced approach in this case. Unlike the other parties, AT&T's proposal to

2 reduce all ILE Cs' intrastate switched access rates to their corresponding interstate levels,

3 and cap the CLECs' intrastate charges at the competing ILE Cs' rates ensures no carrier

4 (including AT&T's LEC subsidiaries in Arizona) escapes access reform and allows

5 consumers to receive the most benefit. Also, I have suggested gradual rebalancing to

6 retail pricing and therefore have addressed the concern expressed by Dr. Johnson to avoid

7 extreme changes to the retail rates paid by consumers."

8 Dr. Aron responds in greater detail to a number of other comments in Dr. Johnson's

9 testimony.

10

11 VII. CONCLUSION AND RECOMMENDATION

12

13

Q. IS THERE ANY REASON TO DELAY OR DEFER SWITCHED ACCESS
REFORM IN ARIZONA?

14 None whatsoever. As I showed in my Direct Testimony, there are many reasons why

15 substantial access reform should be ordered now:

16 1. High intrastate access rates are harming consumers and competition,

17

18

19

20

The straightforward approach AT&T proposes is workable, and modest retail
pricing flexibility and AUSF support in limited instances would easily offset the
decrease in revenues the LECs would face if intrastate access rates were reduced
to intrastate levels, and

21

22

23

Comprehensive access reform has already been delayed for many years while the

LECs have continued to collect excessive charges that can no longer be sustained

in the new competitive environments.

72 See Dr. Oyefusi Direct at pages 63 to 68.

A.
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1 The Commission should allow no further delay. Rather, it should move ahead promptly

2 and order an immediate reduction of the LECs' intrastate switched access rates to

3 interstate levels, so that Arizona can join New Jersey and many other states that have

A4 given the same benefits to their consumers.

5 Q- DOES THIS CONCLUDE YOUR REPLY TESTIMONY?

6 A. Yes it does.
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THE ARIZONA CLECS ARE NOT "MOM AND POP" OPERATIONS, AND THEY
SHOULD BE ENCOURAGED TO FUNCTION ON THEIR OWN MERIT AS OTHER
COMPANIES DO IN A COMPETITIVE MARKET.

The CLECs participating in this proceeding serve primarily medium to large businesses,

government, wholesale markets, and content markets in metropolitan areas. Thus, none could

justifiably claim that it needs subsidies to survive, because business services have been

traditionally priced higher than residential services and generally have been the source of, and

not the recipients of, any subsidies. Moreover, these carriers are hardly "mom and pop"

operations that require (or deserve) a different treatment from traditional LECs. Below is a brief

summary of their profiles.

1. Level 3 Level 3 is a Fortune 500 corporations, and substantial corporate entity that operates

in 21 countries. It has enough fiber to wrap around the globe more than three times. Level 3's

revenues have grown from $1.5 billion in 2005 to $4.3 billion in 2008.2

2. XO Communications - XO Communications provides services on four continents. Its

network reaches globally from the United States to countries in North America, South America,

Europe and the Asia/Pacific region. XO Communications boasts more than l million miles of

metro fiber-enough to circle the globe 45 times or get to the Moon and back twice. XO

Communications reported $1 .5 Billion in 2008 annual revenue

1 Level 3 was ranked #465 in the 2007 ratings, although they ranked slightly lower at #529 in 2008.
http://monev.cnn.corn/magazines/fortune/fortune500/2007/snapshots/2 i44.ht'ml
z Level 3 Annual Report 2008 loK, page 61 http://lvlt.client.shareholder,com/secfiling.cfm?fiiimzlD=i0474
69-09-2002
3 XO Communications corporate website http://www.xo.com/about/Pages/overview.aspx

17840-1 1/2362352
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3. PAETEC - PAETEC acquired US LEC Corp. and Allworx Corp. in 2007 and McLeodUSA

in 2008 to grow its reach to about 83 of the top 100 U.S. metropolitan statistical areas across 39

states. PAETEC reported $1 .6 Billion in 2008 annual revenue.5

In a recentCase Study by Forrester Research, Inc., it is noted that PAETEC reports a 99.7%

month-over-month customer retention rate.6 PAETEC also reports that decreases in access fee

revenue and reciprocal compensation for 2006, 2007, and 2008 was principally due to a shift in

product mix and, as recently as May 18, 2009, PAETEC reports that "reductions in access fees

have been overtaken by significant growth in data and integrated services including local and

long distance."8

4. Integra Telecom - Integra Telecom, which comprises of Eschelon Telecommunications,

Mountaln Telecommunlcatlons, Electric Llghtwave, Advanced Telecornmumcatlons , is a

holding company for CLECs that serve 200 business communities in 11 western states. Its

160,000 fiber miles and 4700-mile, long haul network make it the fourth largest CLEC in the

U.S. It is privately held but boasted $470 million annual revenue in 2007 and nearly $700

million for 2008.'0 In fact, between 2004 and 2007, Integra achieved revenue growth of

241.8%."

4 According to information in PAETEC's website, Market Served.
http://www.paetec.com/strategic/markets served.htrn1
5 PAETEC Annual Report 2008 loK, page 39. http://phx.corporate-ir.net/'phoenix.zhtml?c=l 9003l8Lp=irolsec&
secCatOl . l_rs=2l &secCatOl . l_rc=l0
6 Forrester Research, Inc, Case Study: "PAETEC 's Customer-Focused Strategy Captures US SMBs by
Michele Pelino with Heidi Lo and Ellen Daley, May 30, 2008.
7 PAETEC 2008 10-K, p. 46. http://phx.corporate-ir.net/phoenix.zhtml?c=l 9003 l&p=irolsec&
secCat0 l . l_rs=2 l &secCat0 l . l _rc=l0
8 lat, page 39.
9 Only three of these subsidiaries are involved in the Arizona case, i.e., Eschelon Telecommunications, Mountain
Telecommunications, and Electric Lightwave,
10 Integra Telecom corporate website:http://wwwintegratelecom.com/about/companv information hp
"Integra Telecom corporate website: http://www.integratelecom.com/about/company__milestones.php

17840-1 1/2362352
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5. Cox Communications - Cox Communications is a subsidiary of Cox Enterprises which

claims to be a "Top 10 national player, based on revenues, in every major business category"

where it cornpetes.12 Cox is the lTd largest cable entertainment and broadband services provider

in the country with over 6 million customers andover 22,000employees. Cox claims to have

invested more than $16 billion through infrastructure upgrades to deliver video, phone and high-

speed internet service. Cox is privately held and reports revenues exceeding $15 billion for its

. . . . 13
1T13_]OI` subsldlarles.

J

12 . . .
Cox Communlcatlons corporate websltez http://ww2.cox.com/aboutus/0ur-storv.cox

13 . .Cox Enterprises corporate website:
http://www.coxenterprises.com/corp/operating companies/operatinacompanies.htm?Vermenu=operatin,(;companies

17840-1 1/2362352
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ARIZONA ADMHISTRATIVE CODE
TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPORATIONS AND ASSOCIATIONS;

SECURITIES REGULATION
CHAPTER 2. CORPORATION COMMISSION FIXED UTILITIES

ARTICLE 12. ARIZGNA UNIVERSAL SERVICE FUND

R14-2-1281. Definitions

In this Article, unless the context otherwise requires, the following definitions shall apply:

1. "Administrator" is the person designated pursuant to R14-2-1212 to administer the AUSF and
perform the functions required by this Article.

2. "Arizona Corporation Commission" or "Commission" The regulatory agency of the state of
Arizona having jurisdiction over public service corporations operating in Arizona.

3. "Arizona Universal Service Fund" or "AUSF" is the funding mechanism established by this
Article through which surcharges are collected and support paid in accordance with this Article.
The AUSF shall consist of two separate support funds: the "AUSF High Cost Support Fund"
and the "AUSF Access Revenue Replacement Support Fund." '

4. "AUSF SupportAUSF High Cost Support" is the amount of money, calculated pursuant to this
Article, which a provider of basic local telephone exchange service is eligible to receive from the
AUSF High Cost Support Fund pursuant to this Article.

5. "AUSF SupportAUSF High Cost Support Area" is the geographic area for which a local
exchange carrier's eligibility to receive AUSF supportAUSF High Cost Support is calculated.

6. "Basic local exchange telephone service" is telephone service that provides the following
features:

a. Access to 1-party residential service with a voice grade line,

b. Access to touchstone capabilities,

c. Access to an interexchange carrier,

d. Access to emergency services, including but not limited to emergency 911 ,

e. Access to directory assistance service,

f. Access to operator service,

g. Access to a white page or similar directory listing, and

h. Access to telephone relay systems for the hearing and speech impaired.

CHDB04 134762132 04-Feb-10 08:54 I7840_I 142362376
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7. "Benchmark rates" for a telecommunications services provider are those rates approved by the
Commission for that provider for basic local exchange telephone service, plus the Customer
Access Line Charge approved by the Federal Communications Commission.

8. "Commercial Mobile Radio Service" is any radio communication service carried on between
mobile stations or receivers and land stations, or by mobile stations communicating among
themselves, that is provided for profit and that makes available to the public service that is
connected to the public switched network.

9. "Cornparabilitv standard rate" is Me rate level set by the Commission and used to compute the
revenue that may be recovel'ed by local exchange carriers from their end-user customers for
residential and business local exchange services in order to offset revenues lost as a result of the
Commission's reform of intrastate switched access rates. This revenue may not be recovered
from a fund. 9Gen=vefsien- Factor" is a multiplier that is used to convert a quantity of
inteteenneeting trunks for body wireless and wireline customers into equivalent access lines;-fer
thesele-pu pese of developing Category l surcharges. The value of the Conversion Factor--shall
be-L9-until completion of the review provided for in Rl4 2 1216.

10. "interconnecting Trunk" is a 1-way or 2-way voice grade or equivalent voice grade switched
message transmission channel furnished by a local switched access provider to a provider of
wireless services or to a wireline customer of such local switched access provider to interconnect
the provider of wireless services or wireline customer to the public switched network.

11. "Intermediate Local Exchange Carriers" are incumbent providers of basic local exchange
telephone service with more than 20,000 access lines but fewer than 200,000 access lines in
Arizona.

12. "Large Local Exchange Carriers" are incumbent providers of basic local exchange telephone
service serving 200,000 or more access lines in Arizona.

13. "Small Local Exchange Carriers" are incumbent providers of basic local exchange telephone
service with 20,000 or fewer access lines in Arizona.

14. "Total Service Long Run Incremental Cost" is the total additional cost incurred by a
telecommunicat ions company to produce the ent ire quantity of a  service,  given that  the
telecommunications company already provides all of its other services. Total Service Long Run
Incremental Cost is based on the least cost, most efficient technology that is capable of being
implemented at the time the decision to provide the service is made.

15. "U.S. Census Blocks" are geographic areas defined by the U.S. Department of Commerce.
The areas, which define the way in which census data is aggregated, generally contain between
250 and 550 housing units.

CHDB04 134762132 04-Feb-10 08:54 17840-11/2362376



w

s TAo Reply Exhibit C

R14-2-1202. Calculation of AUSF SupportAUSF High Cost Support

A. The amount of AUSF supportAUSF High Cost Support to which a provider of basic
local exchange telephone service is eligible for a given AUSF supportAUSF High Cost Support
area shall be based upon the difference between the benchmark rates for basic local exchange
telephone service provided by the carrier, and the appropriate cost to provide basic local
exchange telephone service as determined by the Commission, net of any universal service
support from federal sources.

B. For a small local exchange carrier, the AUSF 5uppo1t AUSF High Cost Support area
shall include all exchanges served by the local exchange carrier in Arizona. The appropriate cost
of providing basic local exchange telephone service for purposes of determining AUSF
suppo1=tAUSF High Cost Support for a small local exchange carrier shall be the embedded cost
of the incumbent provider. For any request for AUSF supportAUSF High Cost Support by a
small local exchange carrier filed more than three years after the effective date of this Article, the
AUSF supper=tAUSF High Cost Support area shall be the geographic areas as determined by the
Commission.

C. For an intermediate local exchange carrier, the Ar 'SF supponAUSF High~Cost
Support area shall be either all exchanges in Arizona served by that carrier, or such other support
area as may be approved by the Commission. The appropriate cost of providing basic local
exchange telephone service for purposes of determining AUSF oupportAUSF High Cost Support
for an intermediate local exchange carrier shall be the embedded cost of the incumbent provider.
For any request for AUSF supportAUSF High Cost Support by an intermediate local exchange
carrier filed more than three years after the effective date of this Article, the AUSF supper*tAUSF
High Cost Support area shall be geographic areas as determined by the Commission, and the
appropriate cost of providing basic local exchange telephone service for purposes of determining

| AUSF supportAUSF High Cost SuppoN shall be the Total Service Long Run Incremental Cost of
the incumbent provider. In the event that the FCC adopts a somewhat different forward-looking
costing methodology and/or a different geographic study/support area for the Federal universal
service fund program, a local exchange carrier may request a waiver from this rule in order to
utilize the same cost study methodology and/or geographic study areas in both jurisdictions.

I D. For a large local exchange carrier, the AUSF supper=tAUSF High Cost Support area
shall be U.S. census block groups, and the appropriate cost of providing basic local exchange
telephone service for purposes of determining AUSF supportAUSF High Cost Support shall be
the Total Service Long Run Incremental Cost. In the event that the FCC adopts a somewhat
different forward-looking costing methodology and/or a different geographic study/support area
for the Federal universal service fund program, a local exchange carrier may request a waiver
from this rule in order to utilize the same cost study methodology and/or geographic study areas

| in both jurisdictions. Any request for AUSF 5uppo1¢tAUSF High Cost Support by a large local
exchange carrier shall include a Total Service Long Run Incremental Cost study, or cost study
based on FCC adopted methodology, of basic local exchange service. The cost study shall be
developed and presented in a manner that identifies the cost for the individual support areas for
which AUSF funding is being requested.

I
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R14-2-1202A. Calculation of AUSF Access Revenue Replacement Support.

A. Purpose of AUSF Access Revenue Replacement Support.

The purpose of the AUSF Access Revenue Replacement Fund is to facilitate the
reduction of implicit subsidies formerly contained in intrastate switched access rates. and to
make such subsidies explicit to the extent subsidies for basic local exchange service are to be
maintained for the promotion of universal service at affordable rates.

B. Amount of Support.

The amount of AUSF Access Revenue Replacement Support that an eligible provider of
basic local exchange service may obtain shall be computed on an annual basis as the difference
between (1) the eligible provider's "access shift" as calculated in part ( ll of this rule. and (2) the
eligible provider's "imputed access replacement revenue," as calculated in part (2) of this rule.

1. An eligible provider's "access shift" shall be equal to that provider's intrastate
access minutes for a base period to be determined by the Commission, multiplied by the
difference between the average per-minute intrastate access rate and the ca.rrier's average per-
minute interstate access rate for that base period.

(a) An e1i,qiblelprovider's average per-minute intrastate access rate shall be computed
as the provider's total intrastate switched access revenues for the base period, divided by the
provider's total intrastate switched access minutes for the base period.

(b) An eligible provider's average per-minute interstate access rate shall be computed
as the provider's total interstate switched access revenues for the base period, divided by the
provider's total interstate switched access minutes for the base period.

2. An eligible provider's "imputed access replacement revenue" shall be equal to the
difference between comparability standard rates established by the Commission and the
provider's basic residential and business exchange rates in effect as of December 31, 2009,
multiplied by the number of residential and business lines served by the canter as of December
31, 2009, with the number of business lines to include each line providing the customer with an
Arizona place of primary use, including lines delivered through tariffs other than the basic
business local exchange service tariff To the extent an eligible provider's basic residential or
business exchange rate in effect as of December 31, 2009 exceeds the comparability standard
rate. that actual rate shall be used in place of the applicable comparability standard rate in
computing the provider's imputed access replacement revenue.

CHDB04 13476213.2 04-Feb-10 08:54 17840-11/2362376
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R14-2-1203. Request for AUSF Support

A provider  of basic local exchange telephone service may request  that  the Commission
authorize AUSF support with a filing under R14-2-103 or other method as the Commission may
prescribe, and upon compliance with all applicable rules set forth in R14-2-l lot through Rl4-2-
1115. A request for  AUSF support shall include a statement describing the need for  such
funding. The Commission shall determine the appropriate cost of providing basic local exchange
service for each AUSF supportAUSF High Cost Support area for which AUSF 5upportAUSF
High Cost Support is requested and shall calculate in accordance with R14-2-l202 the amount of
AUSF supper"tAUSF High Cost Support,  if  any,  to which the applicant  is  ent it led. The
Commission shall also determine in accordance with R14-2-1202A the amount of AUSF Access
Revenue Replacement Support, if any, to which the applicant is entitled.

1
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R14-2-1204. Funding of the AUSF

A. The AUSF shall be funded in accordance with this Article by all telecommunications service
providers that interconnect to the public switched network. Within 30 days of the effective date
of this Article, and thereafter on or before October l of each year, each telecommunications
provider shall provide to the Administrator a list of all other telecommunications providers that
interconnect to its facilities or network.

B. The AUSF shall be funded in a competitively neutral manner on the basis of intrastate
telecommunications revenue, as described in R14-2-1205.
equal-1-y-by-tell-aa=i<-irleoal customers of the providers of telecommunications sewieespand-shal-l--be
assessed in the following manner:

4?-G8a» %ege1=y--1---Provider of ba.» 1c local exchange en ice a dl cu ed m R14 it -120/I(B)(1)§a);
and-e%he1=-sewiee--pfeviders as required under R14 2 1'>04(]3)(.1)(0)(i) or pennitted under R-l~4-2-
-1-ZQ4(-B)(3)(b), shall be considered providers of Category 1 ser-viee=

funding requirement wil l  be collected through Category
p1=evide1=s=--Ga$ege13f--l--AUSF assessment will be based upon access lines- -and-intereenaaeeting
trunks;-and--assesseei--by prov iders of  local switched access as either an-aeeess-l ine-or
intereenneeting--ti=unl<--surcharge. The "per access line" surcharge to be in place-during--a--given
yea1s-wii-l~-beealeulaeteé--by- the Administrator using the total number of access lines-and equivalent
aeeess-lines-detiviaag4¥retn-i~ntcrconnecting trunks that were in service for all--Q-ategery-l--se1=viee
pa=e=» =idefs-e1=1--9etebei=l-e£-tlic-previous year. Access lines shall include business-and-residenee
lanes-publ-reaeeess-lanes-and--otlier identifiable access lines. All wireless providers-ineludiing-but
net-liinsited-te-paging--atndethcr Commercial Mobile Radio Service provider-srthet-intereenneet-ite
the-pulblie--switehed-network will contribute to the AUSF under the requirements- ef Categeiw-1
ibe nulliiber-e4fi-inteteennccting trunks obtained from the local access provider -by die--wiereless
pfevider-sl=ial~l-lee-utilized--in conjunction with a Conversion Factor to determine--AUSB supper

t31=eina--sueh--vvifeless-previder by means of a surcharge on such interconnecting trunks. A wireless
provider--that--£ail» s-te-eentribute to the AUSF as required by this Article shall-be su-ls5lee1He
tenninaticn cf its interconnection a.'*'"1gc:nent: pursuant to R1 4 2 l"l'! (C).

vv1.Lu l1 l\. \../\JlI\'vLJl\..J'll

bf-Qn-er-betere-Nevenaber 1 of each year, each Category 1 local switched access-+'ervicepfevid» e1=
shall-p1=evide-to-tlae-Aéministrator the number of access lines and number of interconnecting
9wks-%hat-we1=e~i1=1 se1=s=iee-on October 1 of that year. The Administrator will use-these-nuisalbers
together "at + '"= f " ' "" ' """""  Factor in calculat ing the per access ' i re surcharge an* per
iniereermeeting-trunlwure-harge for the following year. The Administrator will-multiply the-total

H» u=r1aber-ei7-intefeenaaeGting-trunks by the Conversion Factor to obtain an equivalent number of
access lines-for the purpose of calculating the surcharges.

\ s

2 Qa&eger=y--2---Provider of intrastate toll erfucc or other nice pro oder a permitted under
144-2-1-3.1-Q4{B9(3 --shall be considered providers of Category 2 service and shall be assessed
AUSF charges as follows:

CHDB04 134762132 04-Feb-10 08:54
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ar-Qae-l=1al-fletl-the-A-USF funding requirement will be collected through Category-2 service
p¥e¥idei=s=-7Fhe-€Mege1=y---2--AUSF assessment will be based on total Arizona intrastate toll
revenue;-and--assessedas a percent of revenue. The percent of revenue assessment to be in place
dwling-a-given-yeaa will -be calculated by the Administrator using the annual Arizona intrastate
revenue for all Category 2 service providers for the previous year.

*. On Cr *c*ore November A vo sac" year, sac* Category " service prov"*er sha'l report to Me
A=éa=1ainistrateHhe-total-Arizona intrastate revenue collected between August 1 of the current year
and-1Aeugust--l--eil-the-previous year. The Administrator wl'll use this revenue so 1=eported to
calculate the AUSF assessment rate for the following year.

3. New telecommunications service providers.

e ilieleeernmunieutions providers that begin providing basic local exchange service after--the
his-Article shall be assessed AUSF charges pursuant to R1/I-2-1-20/l(B)(1 ):

3Feleeemmuaiea&iens--providers that begin providing toll service after the effective-éate et-this
Asetiele--shail-be-assessed AUSF charges pursuant to R14 2 120/l(B)(2).

b=--A-ll-other--teleeemmunications service providers that interconnect to
net-we1=le-and-begin-prev-iding telecommunications service after the effective date hilt-his Article;
shall-eheese-telbe-eensidcred either a Category 1, Category 2, or both Category--l--and-Category-2
se1=viee-pfevideief-Such-election shall be mode in writing to the Administ\'ater=-within-34elays-e=[=̀
beginning-te-provide-teleeemInunications service in Arizona, with a copy to- the--Directa1=e£
Ll%ilities=--3ALri¥ten-eeaeuaerence of the Director of Utilities must be received by
9e1=-sHeh-seleetie1=r-te-be-effective. Such selection will be irrevocable for a period-ef-at leasHlaaree
years.

provider that provides both Category 1 and Category 2 services shal-l be
assessed-AHS#/elaargcs pursuant to both R14 " 1204(B)(1) and R14 2 120/I-(}3)(Ql¢

CHDB04 134762132 04-Feb-I0 08:54 17840-11/2362376
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R14-2-1205. Calculation of Surcharges

A. The Administrator will calculate the total AUSF supportAUSF High Cost Support and AUSF
Access Revenue Replacement Support due all local exchange carriers who have been granted
AUSF supportsuch support by the Commission. Administrative costs and audit fees will be
added to this amount. The amount of any excess funds in the AUSF vv'ill then be subtracted to
determine the total funding requirement. The surcharge rate shall be equal to the total annual
funding requirement divided by the sum of intrastate retail telecommunications revenue for all
contributing carriers in Arizona for the immediately preceding calendar year, and may be
adjusted to account for any material deficit or surplus projected to exist at the start of the fund
year.

y

B. Each contributing company's monthly contribution shall equal the state USF surcharge
rate multiplied by its intrastate retail telecommunications revenues in Arizona for the month.
illhe-§anéing-requirennents--tilom Category 1 and Category 2 service providers wit-l» -thenr-be
ealeulaeteér-Qne-hal# of--the funding wil l  Bo obtained f rom Category 1 pfe¥ide meugh
sur=elaau=ges--alppiieé--to access lines and interconnecting trunks in service. The other-half-will--be
ebtaineé-18=eisa€ategory 2 providers through surcharges on intrastate-tel-l -revenues=

B=-FB*¥l=1e1@H1=p@sw4l4@f@tm<4Hit1g the surcharges, the Administrator -vv=13ll develop-g1@ewth~-f%1ete1=s
te-a» pp4-y-to--the-total -reported access lines and toll revenues. Such gro\w e%e 4H e

estimated annual percentage growth in access lines and4n%e » #enues¢

€r-€atege1=y--l-Su¥c.ha-1=go.-- Ono-half of the total annual AUSF support approved--by--the
Genanaissien--tier-all-eligi-ble--recipients will be obtained from Category l se1=vieep1=e=v4ée1=s 4
saentlaly--peraeeess-line-sutehai=gc-and a monthly par interconnecting tiiunk su1=el=1aaFge-i=equite4-te
obtain-this funding will be calculated as follows:

4-.14dé§ng-4ege%her-the-Huensber of access lines and equivalent access lines for all--Gaetegeiy--1~
service providers, adjusted by the growth factor,

D 'v ' " "ng  t he  t o ta l  anna '  AUSF  suqapo1=%-approved *y t*e Ccmm'ss"or: *Cr a" e1ig"ble
portion of AUSF support required from Categer-y--1-se1=v4Ge

providers;

3Bi¥iéiag-tlae-amount-of Category 1 AUSF support calculated in subsection (C)(3).b=43e 8&
-eulcu1ated- in subsection (C)(l) to yield the per access line surcharged

4=-DiwSéiag--the--per access-liuc surcharge calculated in subsection (C)(3) by 12 to determine-the
monthly access line assessment,

51-¥~4u¥tip4-ying-the surcharge obtained in subsection (C)(4) by the Conversion Factor to determine
the monthly interconnecting trunk surcharge.

Surcharge. One half of the total annual AUSF support approved Jet,--the
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Gemmission for all eligible recipients will be obtained from Category 2 service providers.
percent of revenue surcharge required to obtain this iilnding will be calculated as follows :

A

-L;-Totaling the annual intrastate toll revenues of all Category 2 service providers, adj used by the
growth factor,

'7 Di\r1A\nn *Inn encl ATTQT-T ~\11~\v\A1°1' fnn1n1~n1 rnr| kg 4'mn Fn1 1 1nn1nm Fnv- nN ¢11 q1`k1° r¢ar\11~1a1n4r~ Ku '7

%o--obtain the portion of AUSF support required firm Category 2 service providers,

3-Biviéing--the amount of Category 2 AUSF support requirement calculated in subsection (D)(2)
bye-the-total--annual intrastate toll revenues calculated in subsection (D)(l) to arrive at a
percentage of revenue surcharge.

EQ. Recipients of lifeline or other low-income support shall be exempt from paying aCategory l
surcharge.

u
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R14-2-1206. Implementation

A. Any provider of telecommunications service may file either an AUSF tariff or price list, if
appropriate, establishing a How-through mechanism to collect the surcharge approved by the
Commission and calculated by the Administrator.

B. On or before the 20th day of each month, each Category 1 telecommunications service
provider. including wireless providers, responsible for collecting AUSF surcharges shall remit to
the Administrator the AUSF surcharge; including end surcharge on wireless providers, collected
by that provider during the preceding month. The Category l provider shall submit such
documentation of AUSF revenues from the AUSF surcharge as may be required by the
Administrator.

C. Onlv carriers that are incumbent local exchange carriers. and have obligations to serve as
a carrier of last resort as of October l. shall be eligible to receive AUSF Support for the
subsequent calendar year.
GrQn-et-befbre-the 20th-day of each month, each Category 2 service-provider-responsible-45st
eel-leeting-AUS¥4ur-eharges shall remit to the Administrator the AUSF--surchargeeelleeted-by
tlaat--ptevidefduting-the-third preceding month. The Category 2 provideHhal-l-sulbt=1aiHueh
deeut9aeatatiepfo£AUSF-revenues from the AUSF surcharge as may be-required--by-the
Administrator.

Eligible recipients of/\USF support are:

t-ions service engaged in providing basic local exchange-teiephene
se1=viGe--iia-1448998-=w'hieh--Inave obtained a Commission order authorizing payments-fisem-%he
AUSF, and

2:--P1=6=vi€l6i=s4ha$Jeee<-Jme-epA=itlod to AUSF support based upon the provisions ot`R14-32-496893:

E. 'f  t*e Commission approves AUSF supper-~te-a prey* Der of te'ecommunicaticr'.s service For a

det-ineda1Fea;-saela--AIJiSF-support shall also be available to competitive providers oaileasie-leeal
defined area that are contributing to the AUSF, and that-are-willing

ie-p1=e=viée-sea=viee--tdel-l-eustomers in the specific AUSF support area as deffineel-by--the
G6i=HlH@tissi€1%r-'l3l=1e-AU-Sli support to which the competitive provider is eligible shall-beealeulateei
one-pereustenaer-basisyat the some level at which the incumbent provider of telecommunieartiens
seF» 'iGe-teG6ives14USll-support, and shall not result in an increase in the total AUSFL-support
alvstilable-8%-thespeci-HG--census block groups or study urea. If basic exchange servieeis-ptevided
tl=|feugi=1--tiaetesaleefanother- carrier's local loop facilities, AUSF support will only be--available
te-tlaeretaii-servieeprevider-if AUSF support is not included in the wholesale price -for-the-resold

--Station shall not apply to small local exchange carriers nor to-the-em.i=vearsal
se1=viee-support--beingfeeeived by any telecommunications service provider as of thee££eetive
date of this Article.

19..
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F.---For Ema=ll--local exchange carriers and for any basic local exchange telephone service provider
receiving-universal service support as of the effective date of this Article, the AUSF support shall
net-bc-available to com ctitive providers of basic local exchan -'e service riot to com lesion of

. . |
the--rev-iew--provided lot in R14 2 1"16. Following completion of the review, AUSF support
provided-to-small -and intermediate local exchange carriers shall be available to all competitive
providers-e£-basic local exchange service in the same defined area that are contributing to AUSF,
414.4 0144+ nv-n 1u1 ll1v\rv FA vurnuurdn nnvwvZnn tn f- l11 nnn4-ru-wn1<n 1 v\ tarn rvnnfvvn-\*l1 n l*tnr4\1 n v n n nm

defined--by the Commission, unless otherwise ordered by the Commission.

r7 v\lr"|/11 *1 re.
.JJ\.» 4x.L.l.\.» | v L L { J 1 1 l \ J

Gr-De=§ned-area;-study area, geographic area, and support area mean the same area during the
%4h au9e-F-the etiective date of this Article. After the first three years, they will still have

the same meaning unless otherwise ordered by the Commission.

U
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R14-2-1207. Calculation of Monthly Payments and the Associated Collections

-A.
1

For-the-naent» hl-y-Category-1 AUSF payment, each provider of local switched access shall remit to
tlae-Aéminis%ra&er-an-amount-equal to the number of recess lines in f'
lll\.lllL1l§ t i m e s L i v AAAUUULA} su.mvu» u6v Yu; . . . . . . , . ,

sew-leeen-the-i=lfst-day of the month, times the monthly mterconnectlng trunlt surcharge.

1-n r\1"1 +14 II-an 1-nn'l\~|11 r n1\-rn'lnn1'r1'n -nr nnnnnn l-inn nl11"' The nl1m1'\s~r n'F in1""'rr\n°'9d t n l n k
service on the first- day-eil¥l=xe

.P1L-» .l Liv 1'1hIHuvI` of ANtvnvuxunvvllrlg LA uAA-S HI

berThe monthly AUSF payment that each Category 2 provider shall remit to the Administrator is
an amount equal to its monthly intrastate tell retail- telecommunications service revenue times
the monthly surcharge percentage determined in accordance with R14-2~l205.

93, Payments must be received by the Administrator by the 20th day of each month. If the
payment amount is greater than $10,000, then it shall be wire transferred to the Administrator.

D. The Administrator  shall enter  into an appropriate non-disclosure agreement with each
telecommunications service provider to assure that information necessary to allocate AUSF
funding obligations and to calculate surcharges is reported, maintained, and used in a manner
that will protect the confidentiality of company specific data. The Administrator shall not use
confidential data for any purpose other than administering the AUSF.
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R14-2-1208. Monthly AUSF Disbursements

A. AUSF disbursement shall be made 30 days following the date ofAUSF collections.

B .  T h e Adminis t r a t or  s ha l l  not  ma ke AUS F  s u p p or t  p a yment s  t o a  p r o v i d e r  o f
telecommunications service until the Administrator  has received a copy of a Commission
decision authorizing the provider to receive such support.

1 1
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R14-2-1209. Procedures for Handling AUSF Rate Changes

|  A . Category 1 and Category 2 AUSF surcharges shall be revised when the Commission
authorizes new or revised AUSF payments to any provider of telecommunications service. The
Administrator shall calculate the new AUSF flow-through surcharges in accordance with this
Article, which surcharges shall become effective upon the Commission's approval of the new or
revised AUSF payments.

B.  An annual calcula t ion to revise AUSF flow-through surcharges shall be made by the
Administrator on 9eeNovember 1 of each year with an effective date the following January 1.
The flow-through surcharges shall be calculated so that the total AUSF funding will equal the
AUSF revenue requirements, plus administrative costs as well as any corrections and true-ups.
No la ter  than 9eeNovember 1 of each year ,  the Administrator  shall provide notice to the
Commission and all telecommunication service providers who pay into the AUSF of the flow-
through surcharge rates for the following calendar year. Bv December l, the Commission shall
adopt a new surcharge rate for the following year and shall provide notice of that rate to all
telecommunications providers that pay into the AUSF.
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R14-2-1210. Statement of Participation of All Telecommunications Service Providers in the
AUSF

A. Within 30 days of the effective date of this Article, each telecommunications service provider
shall provide a letter to the Administrator acknowledging that provider's obligation under this

| Article to payecollect and remit the proceeds of AUSF surcharges. Failure to provide such a letter
shall be grounds for termination after written notice from the Administrator of the provider's
interconnection with the public switched network.

B. Any telecommunications service provider which begins providing telecommunications service
after the effective date of this Article shall, within 30 days of beginning to provide intrastate
service in Arizona, provide a letter to the Administrator acknowledging that provider's obligation
under this Article to make monthly payments for the local and/or toll portion, as appropriate, of
the AUSF contribution in accordance with this Article. Failure to provide such a letter shall be
grounds for denying to the provider interconnection with the public switched network.

a
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R14-2-1211. Duties and Responsibilities of the AUSF Administrator

The Administrator shall:

l. Develop, obtain, and, on or before l9eeNovember 15 of each year, file with the Commission
such information and documentation as the Administrator deems necessary for the establishment

| and calculation of the Category 1 and Category 2 surcharges for the succeeding year. Such a
filing shall also be made each time the Commission authorizes a change in the AUSF funding
requirement.

2. Monitor the AUSF payments of all telecommunications providers.

3. Oversee the billing of AUSF surcharges.

4. Prepare the necessary forms to be used in reporting the AUSF collections and disbursements
and maintain monthly records .

5. Coordinate the collection and disbursement of AUSF monies in accordance with this Article.
J

6. Prepare an annual report that provides a detailed accounting of the AUSF collections and
disbursements and that identifies the annual cost of administration. The report shall be filed with
the Commission on or before April 15 of each year.

7. Monitor procedures for auditing the AUSF collections and disbursements. The audit function
shall be performed by an independent outside auditor.
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R14-2--1212. Interim Administrutol=

US-WES5P-Gommunioations, Inc., will serve as interim Administrator of the AUSF andwil-I
pestlatm-the iiunerions detailed herein that are required of the Administrator for a transition-pe1=ied
untii-a~pfi=va£e;aeuH-al- third--party is appointed by the Commission to serve as Ad1ninist~1=a&ei=of
the AUSF. A neutral third party selected through the compctit"ve bid process shall be appointed
no later than July 1, 1997.
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R14-2-1213. Guidelines for Auditing the AUSF

A. The AUSF records covering both collections and disbursements shall be audited at the end of
the first year following the designation of a third party administrator. The AUSF records will
then be audited at least once every other year in the subsequent years of operations.

B. The records shall be examined for accuracy and the existence of effective internal controls to
ensure that the AUSF is being administered appropriately and properly.

C. An independent external auditor selected by the Commission shall be utilized to provide an
unbiased audit opinion concerning the AUSF administration procedures and controls,

Any costs for conducting audits will be deducted from the revenues of the AUSF prior to
disbursement of funds.
D.

I

CHDB04 ]34762132 04-Feb-l0 08:54 17840-11/2362376



s

Rf oAt Reply Exhibit C

R14-2-1214. Enforcement of Collection of Delinquent AUSF Amounts

A. The Administrator shal l  issue past due notices to each provider of telecommunications
service that is 15 days or more delinquent in submitting its AUSF payments to the Administrator.
A copy of this notice shall be provided to the Commission.

B. AUSF support payments shall be withheld from any provider of telecommunications service
that is del inquent in submitting i ts AUSF payments to the Administrator. Each provider of
telecommunications service wi l l  be ful ly l iable for any accrued interest owing on i ts AUSF
contributions that remain unpaid for 30 days.  Such del inquent AUSF payments wi l l  begin
accruing interest at the rate of 1 and l/2% per month beginning with the 31st day until  such
amount is paid in full along with all accrued interest.

C .  T h e loca l  swi tched access  serv ice prov ider Administrator sha l l  promptl y  not i f y  the
Commission and the Administrator of the identity of any wireless provider which fails or refuses
to pay its AUSF surcharge. Such notice shall  also be directed to the wireless provider. If the
wireless provider has not paid the amount due within 30 days of such notice, the interconnection

l provider to such wireless provider shall terminate the wireless provider's interconnection until
the ful l  amount together with a l l  accrued interest,  i s  paid in ful l  (unless the payment is  in
bonafide dispute and the wireless carrier has paid the undisputed amount).

D. Fai lure by a telecommunications service provider to comply with the provisions of this
Article may result in sanctions as determined by the Commission.
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R14-2-1215. AUSF Annual Report

A. On or before April 1 of each year, the Administrator shall file with the Commission an
annual report which shall summarize the preceding year activity and contain the following:

1. A statement of AUSF collections and disbursements.

2. A record of the total cost of administration of the AUSF.

3. Audit reports from the audits conducted during the year,

A copy of the annual report shall be provided to each provider of telecommunications service
who contributes to the AUSF.
B.

I
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R14-2- 1216. Review Process

A. Not later than three years from the effective date of this Article, the Commission staff shall
init ia te a  comprehensive review of this  Ar t icle and sha ll provide the Commission with
recommendations regarding any necessary changes to the Article. Any interested party may also
make such recommendations. The Commission shall consider these recommendations in such
proceeding as the Commission deems appropriate.

B. The costs used to calculate AUSF funding levels for a given provider or AUSF supportAUSF
High Cost Support area shall be reviewed by the Commission at least every three years following
the effective date for any authorized A' 'SF supportAUSF High Cost Support for the provider or
study area. The Commission may reduce the authorized funding level and require that the AUSF
surcharge be recalculated on the basis of this review.

n
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R14-2-1217. Supersession of Existing USF Mechanism

The universal service funding mechanism initially approved by the Commission in Decision No.
56639 (September  22,  1989) is  superseded by this Art icle,  except  that  any calcula t ion,
contribution or collection of, or entitlement to, universal service fund support approved by the
Commission prior to the adoption of this Article shall remain in effect until otherwise ordered by
the Commission or until the application of this Article leads to a different result.

1
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1 1. INTRODUCTION AND SUMMARY

Q- ARE YOU THE SAME DR. OYEFUSI WHO SUBMITTED DIRECT
TESTIMONY ON DECEMBER 1, 2009 AND REPLY TESTIMONY ON
FEBRUARY s, 2010?1

2
3
4
5
6
7 A. Yes .

8 Q- PLEASE SUMMARIZE YOUR REJOINDER TESTIMONY.

9 As demonstrated in AT&T's and other parties' prior testimony, excessive intrastate

10 switched access rates cause significant harm to consumers ad the competitive market.

11 AT&T has proposed a reasonable and balanced approach to resolving these problems.

12 The Commission should i) order reduction of all ILE Cs' intrastate switched access rates

13 to "parity" with their interstate rates, and ii) order all CLECs' rates to not exceed the

14 level of the corresponding ILEC switched access charges. There is overwhelming

15 evidence that supports such reform. The only significant disagreement is not about

16 whether reform should occur, but which approach to reform the Commission should

17 choose. The position of the parties can be easily divided into two malln camps with

18 respect to which target rate the Commission should adopt: (1) AT&T and Sprint, which

19 advocate meaningful and balanced reform that would significantly reduce the subsidies in

20 intrastate access rates and eliminate the massive disparity between interstate and

A.

1 Direct Testimony of Dr. Ola A. Oyefusi on Behalf of AT&T Communications of the Mountain States,
Inc. and TCG Phoenix, In the Matter of the Review and Possible Revision of Arizona Universal Service
Fund Rules, Article 12 of the Arizona Administrative Code and In the Matter of the Investigation of the
Cost of Telecommunications Access, Before the Arizona Corporation Commission, Docket nos. RT-
00O00H-97-0137 and T-00000D-00-0672, (hereafter Oyefusi Direct Testimony), December 1, 2009, and
Reply Testimony of Dr. Ola A. Oyefusi on Behalf of AT&T Communications of the Mountain States, Inc.
and TCG Phoenix, In the Matter of the Review and Possible Revision of Arizona Universal Service Fund
Rules, Article 12 of the Arizona Administrative Code and In the Matter of the Investigation of the Cost of
Telecommunications Access, Before the Arizona Corporation Commission, Docket nos. RT-00000H-97-
0137 and T-00000D-00-0672, (hereafter Oyefusi Reply Testimony), February 5, 2010.

2



1 intrastate rates, and (2) those parties, led by Qwest, who advocate a weak "interim"

2 reform that would still leave massive subsidies in intrastate rates, and still leave large

3
. . . . 2

dlfferences between intrastate and interstate rates for the same access services. Dr. Aron

4 provides in her rejoinder testimony a comparison that will enable the Commission to

5 clearly see the superiority of the AT&T-Sprint proposal over that suggested by Qwest

6 and the other ILE Cs.

7 For the most part, the opposing parties' reply testimony simply rehashes points

8 that I have already addressed in my Reply Testimony, and I will not repeat that testimony

9 here.3 Below, I address the few minor assertions that are new, mainly to ensure that the

10 record is clear and complete. Before I proceed, however, I want to emphasize that the

11 Commission should not lose sight of the bigger and much more important picture:

• Arizona consumers will benefit from the access reductions AT&T
proposes here.

The evidence in the record is more than sufficient for the Commission to
adopt the modest reforms that AT&T has proposed and that Sprint
strongly supports.

12

13

14

15

16

17

18

19

20

21

• The "not in my back yard" proposal advanced by Qwest and others would
allow Qwest to escape reform and therefore exempt the state's largest
LEC (and the majority of access traffic) from reform altogether.

22
23

• The CLECs' strategy is to avoid, obscure and confuse the issues that are
the focus of this proceeding.

2 The CLECs' issues are secondary to this policy determination, and can be simply resolved by following
economic principle and capping the CLECs' rates at whatever rates levels are decided for the ILE Cs with
which the CLECs compete.
3 See OAO Rejoinder Exhibit-1 - Table matrix referencing prior responses.
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1 Q- DO YOU HAVE ANY GENERAL CQMMENT ABOUT THE ACCURACY OF
DATA SOME PARTIES HAVE PRESENTED IN THIS PROCEEDING?2

3 Yes, I share the same concern Dr. Aron explains in her accompanying rejoinder

4 testimony: that the average composite intrastate switched access rates presented by

5 parties in this case were not calculated using a consistent methodology, thus rendering

6 impossible any reliable comparison to gauge the relative rates disparity especially

7 between the CLECs and the ILE Cs. AT&T has requested additional data to attempt to

8 resolve these inconsistencies. As of the writing of the testimony, however, some parties

9 have not responded or cooperated. To the extent this process reveals that there should be

10 corrections to any of the figures presented in my testimonies, I will file the appropriate

11 corrections .

12

13

11. RESPONSE TO THE REPLY TESTIMONY OF DON PRICE ON BEHALF
OF VERIZON

14

15

16

17

18

19

20

Q. MR. PRICE CLAIMS YOU MISCHARACTERIZED CERTAIN STATES'
"PARITY REQUIREMENTS" AND THAT "....TYPICALLY, THERE IS NO
PARITY REQUIREMENT, OR TO THE EXTENT THERE Is, IT IS BECAUSE
THE STATE'S LARGEST LEC HAS EITHER BEEN ORDERED To, OR
AGREED To, TAKE ITS INTRASTATE ACCESS RATES DOWN TO
INTERSTATE LEVELS (BUT OTHER LECS IN THE SAME STATE HAVE NOT
DONE s0)"4 HOW DO YOU RESPOND?

21 A. I have two responses. First of all, I did not mischaracterize the states' requirements. Mr.

22 Price points out that some states adopted "parity" requirements for the largest ILEC, but

23 not for smaller ILE Cs or CLECs. While this is the, it is not news: I indicated in my

24 detailed summary, attached to my Direct Testimony (i.e. OAO_Exhibit F), which states

4 Reply Testimony of Don Price on Behalf of Verizon, In the Matter of the Review and Possible Revision
of Arizona Universal Service Fund Rules, Article 12 of the Arizona Administrative Code and In the Matter
of the Investigation of the Cost of Telecommunications Access, Before the Arizona Corporation
Commission, Docket nos. RT-00000H-97-0137 and T-00000D-00-0672, (hereafter Price Reply
Testimony), February 5, 2010, p.48

A.
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l apply parity requirements to all ILE Cs, some ILE Cs, all LECs, CLECs only, and so forth.

2 Mr. Price attempts to provide an example of my purported mischaracterization, asserting

3 that the "Wisconsin statute only requires price-regulated carriers with more than 150,000

4 access lines to cap their intrastate switched access rates at their interstate levels, but does

5 not require this for all LECs." [Citing Ch. 196.196(2)(b)1, Wis, Stats.]. Mr. Price is not

6 correct. Wisconsin requires all price regulated LECs to reduce their intrastate access

7 rates to interstate levels, but those with fewer than 150,000 access lines are allowed a

8 longer time period to make the reductions and do not have to reduce their CCL rate to

9 zero. Mr. Price also claims that "Indiana does not require mirroring of interstate rates .

10 Indiana statute simply provides that intrastate switched access rates that mirror the

11 provider's interstate rates shall be deemed just and reasonable." [Citing Ind. Code § 8-1-

12 2.6-1.5]. This, too, is incorrect. The Indiana Commission has in fact ordered AT&T

13 Indiana and rural LECs to mirror interstate rates.5

14 Second, and more important, I am surprised that Mr. Price would emphasize the

15 fact that some states have adopted parity requirements for the largest ILEC but not for all

16 LECs, because that statement actively undermines his client's position in this proceeding

17 and supports AT&T's proposal. Here, Verizon is not contending that the Commission

18 should adopt access reform for the state' s largest ILEC while exempting smaller ILE Cs

19 (as some states have done). In fact, Verizon is taking the exact opposite approach and

20 proposing that the Commission adopt limited reforms for small carriers while exempting

5 Opinion, Petition of lndiana Bell Telephone Company, Incorporated for Waiver of Requirements of the
Orders in Cause NO; 39369 and to Continue the "Instant" Mirroring of lnter-State Access TarQj's, Cause
No. 43262, June 27, 2007.
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1 Qwest, which is by far the state's largest ILEC, from any reform.6 Further, Mr. Price

2 ignores the more important fact: many states have agreed with AT&T that "parity"

3 between interstate and intrastate rates is an appropriate reform. While some states have

4 implemented that reform on a carrier-by-carrier basis (focusing on large ILE Cs first) this

5 Commission has all Arizona carriers before it now, and it would make no sense to waste

6 this opportunity (particularly given the age of these dockets) by implementing piecemeal

7 reforms.

8 Dr. Aron also notes in her rejoinder that only 1 out of 34 states that have engaged

9 in access reform (i.e. Maryland) has supported the weak reform proposed by Verizon

10 here. Mr. Price has failed to recognize that many states have adopted reforms based on

11 AT&T's suggested approach of interstate-intrastate parity, and only one has adopted

12 reforms similar to Verizon's approach.

13

14

111. RESPONSE T() THE REPLY TESTIMONY OF DOUGLAS DENNEY ON
BEHALF OF J01NT CLECS

15

16

17

18

Q. IN YOUR PRIOR TESTIMONY, YOU DISCUSSED THE FCC'S
TRANSITIONAL RATE OF $0.0007 FOR CALL TERMINATION. MR.
DENNEY ARGUES THAT YOUR CHARACTERIZATION OF THE FCC'S
RATE AS "COST BASED" WAS INCORRECT. WHAT IS YOUR RESPONSE?

19 I stand by my testimony. The FCC's statement (which I quoted with adequate reference

20 for verification) is clear on this matter: the FCC did not say that the $0.0007 rate was set

21 precisely at cost, but rather said that the rate exceeds cost. The function of terminating

22 intrastate long-distance calls is identical in all material respects to terminating local calls.

23 AT&T is proposing that the ILE Cs' intrastate rates be reduced to the level of their

6 In any event, Mr. Price also notes that the Wisconsin Commission is in the process of investigating
smaller LECs, so his argument is moot.

A.

6



1 interstate rates, and that CLEC rates should in turn be "capped" at the level of the ILEC

2 rates.7 In all instances, the LECs' interstate access rates exceed $0.0007 per minute. So

3 if the Commission adopts AT&T's proposal, as it should, ILEC and CLEC access rates

4 will be more than sufficient to recover cost.

5

6

7

8

9

10

Q- MR. DENNEY STATES YOU AGREE THAT THE SECTION 254(G)
GEOGRAPHIC AVERAGING REQUIREMENT APPLIES ONLY TO
INTERSTATE, AND NOT INTRASTATE RETAIL TOLL PRICES, AND
THEREFQRE IXC'S LACK OF DEAVERAGING IS A MATTER OF
CONVENIENCE IMPLYING THAT IT CANNOT BE A LEGITIMATE SOURCE
OF MARKET p()WER_8 HOW DO YOU RESPOND?

11 A. Mr. Denney's argument is both incorrect and goes nowhere in any event. First, I am

12 advised by counsel that the federal geographic averaging requirement in Section 254(g)

13 of the Telecommunications Act of 1996 applies to both interstate and intrastate long

14
. . 9

dlstance prices.

15 Second, my point is that even if there were no geographic averaging requirement

16 on intrastate long distance prices, other factors impede the normal functioning of the

7 If both actions occur simultaneously, this essentially means the CLECs cannot charge more than their
interstate rates pursuant to the FCC's capping requirements for CLECs' interstate switched access rates.
s Denney Reply Testimony at pages 16-17.
9 See, Report and Order, Policy and Rules Concerning the Interstate, Interexchange Marketplace and
Implementation of Section 254(g) of the Coinrnunications Act of 1934, as amended, before the Federal
Communications Commission, FCC 96-331, (released August 7, 1996), (INC Marketplace Implementation
Order),'][9. The paragraph cited says the rule applies "to all providers of interexchange telecommunications
services and to all interexchange telecommunications services."' Additional support can be found in that
same document at paragraph 7 ("We noted that the 1996 Act applies to all providers of intrastate and
interstate interexchange telecommunications services"), paragraph 42 ("We noted in the NPRM that,
although the statute requires the Commission to adopt rules to require geographic rate averaging
for intrastate and interstate interexchange services, the statute does not appear to foreclose consistent state
action in this area. We noted that the Senate Report states that 'States shall continue to be responsible for
enforcing [intrastate geographic rate averaging], so long as the State rules are not inconsistent with' the
regulations the Commission adopts."), and paragraph 46 ("we find, as proposed in the NPRM, that states
are free to establish intrastate rates, as long as they are not inconsistent with the rules we adopt in this
proceeding.")

7



1 market to discipline prices and there would nevertheless remain the ability of all LECs to

2 exercise market power over both originating and terminating intrastate switched access

3 rates. I reiterate the reasons briefly. First, IXCs do not choose which local carriers will

4 originate or terminate their end users' calls -- the end users do -- and the IXCs cannot

5 block their end users' calls or force their end users to choose a different local carrier or to

6 not choose a CLEC. Second, IXCs cannot send the proper "price signal" to end users by

7 charging a different long-distance price for each call based on which local carrier serves

8 the end user that makes the call and which local carrier serves the end user that receives

9 the call. In other words, IXCs cannot charge a high price when the end user at either end

10 of the call chooses a local carrier with high access charges, which would encourage end

11 users to either choose a different and less expensive local carrier or make fewer calls.

12 Instead, IXCs "average" their long-distance prices to reflect average access costs for all

13 of the LECs to whom they deliver traffic. \

14 One reason that IXCs geographically average prices is because, according to legal

15 counsel, federal law (i.e., 47 U.S.C. 254(g)) requires them to do so. Even if that legal

16 requirement was removed for intrastate long distance prices, and it is not, my point

17 remains that there are practical and pro-consumer reasons for doing so. It would be

18 nearly impossible for IXCs to create and then maintain billing systems that charge

19 different retail prices based on the virtually infinite possible combination of LECs that

20 the end users at each end of every possible call might choose - and then update those

21 prices every time any LEC changes its access rates. More importantly, consumers would

22 not accept a pricing regime whereby the price of their long distance calls varied

23 depending on which Local Exchange Carrier served the person they were calling. Mr.

8



1 Denney has not provided any discussion, analysis, or theory that refutes these practical

2 considerations, because he cannot.

3 Mr. Denney's second argument is that geographic averaging is good for the public

4 interest. I agree with him, but I don't see how that responds to my testimony. If

5 anything, he has provided one more reason why CLECs have market power over the

6 originating access charges they impose on IXCs. In any event, AT&T has not contended

7 that geographic averaging is or is not in the public interest, so it is not necessary to

8 address this newly injected issue.'0 What is important is that geographic averaging

9 exists, as both a legal and practical necessity, regardless of its merits or demerits and, as I

10 have explained in previous testimony, it is among the reasons market forces alone cannot

11 discipline the CLECs' ability to charge excessive access rates. That fact remains

12 undisturbed by any of Mr. Denney's newly injected and irrelevant arguments.

13

14

15

HAVE OTHER STATES AGREED WITH YOU AND DR. ARON THAT CLECS
HAVE MARKET POWER OVER ORIGINATING AND TERMINATING
SWITCHED ACCESS SERVICE?

16 Yes. Dr. Aron and I have testified, and virtually everyone but the CLECs agree, that the

17 CLECs wield monopoly power with respect to intrastate switched access service, and

18 therefore their switched access rates should be constrained. For obviously self-serving

19 reasons, the CLECs disagree, but they have not provided any convincing analysis or

20 evidence to support that objection.

10 The injection of the issue that geographic averaging provides public interest benefit is inappropriate.
AT&T has not argued that the geographic averaging requirement should be abolished, and if it would, this
is not the right forum to do so.

A.

9



1 This debate is not new and the CLECs and IXCs have presented the same issue in

2 other forums (Ag. the FCC and other state commissions). Repeatedly, where the same

3 arguments have been made, the reviewing authorities have agreed with AT&T's

4 conclusion here, that CLECs wield market power, and they have constrained the CLECs'

5 switched access rates.

6 For example, last year in Massachusetts, some of the CLECs represented today by

7
11Mr. Denney made the same arguments as Mr. Denney advances here. The

8 Massachusetts commission rejected those claims that the CLECs do not have market

9 power, and ordered CLECs' rates to be capped at the rates of the major ILEC, Verizon.

10 According to the Massachusetts Department of Telecommunications and Cable,

11

12

13

14

15

Evidence strongly shows that CLECs have market power in providing
intrastate switched access service. The unique market characteristics of
switched access make it  vir tually impossible for  competition to exist.
These same conditions prompted the FCC to cap CLEC rates for interstate
switched access in 2001.12

16

17

18

19

20

21

22

Given the clear  structural failure of the access market with regard to
terminating charges, the Department finds that the lack of competitive
forces has given CLECs market power. The Department similarly finds
that in the originating market, the failure of existing competitive forces to
discipline rates results in CLECs having market power. The presence of
market power overcomes the presumption that CLEC rates are just and
reasonable when determined by market forces.13

11 Mr. Denney and the CLECs have not identified a single state that has agreed with their arguments that
CLECs do not have market power, because there is none.
in FinalOrder, In the Matter of Petition of Verizon New England, Inc., MCImetro Access Transmission
Services of Massachusetts, Inc., d/b/a Verizon Access Transmission Services, MCI Communications
Services, Inc., d/b/a Verizon Business Services, Bell Atlantic Communications, Inc., d/b/a Verizon Long
Distance, and Verizon Select Services, Inc. for Investigation under Chapter 159, Section 14, of the
Intrastate Access Rates of Competitive Loewi Exchange Carriers,before the Commonwealth of
Massachusetts Department of Telecommunications and Cable, D.T.C 07-9, (hereafter 2009Massachusetts
Order), June 22, 2009, p.9.
13 2009 Massachusetts Order,p. 17. (Citations omitted.)

10



1 Similarly, in an order released just last month, the New Jersey Board of Public Utilities

2 reached similar conclusions, despite the CLECs (some of which are involved in this

3 proceeding) telling the New Jersey Board that the FCC decision was no longer relevant,

4 and that the Massachusetts Department got it wrong. The Board was not convinced. It

5 found that

6

7

8

9

10

11

[S]witched access service is a monopoly because there is no ability for an
INC or its customers to avoid excessive access charges. The Board
concurs with Sprint's argument that LECs have a monopoly over access to
their end users, which has permitted a situation where CLECs have
charged Eccess rates well above the rates that ILE Cs charge for similar
services.

12

13

14

15

16

17

18

19

20

21

[T]here is no material difference in the functionalities used to provide
interstate and intrastate switched access and, as a result, any disparities in
the Intrastate and Interstate Access Rates should be eliminated.
Additionally, the CLECs and ILE Cs in New Jersey have been charging
interstate rates and using interstate rate structures for all interstate calls in
New Jersey since the FCC issued its CLEC Rate Cap Order, [T]he
FCC's approach has been successful and the FCC has not since changed
its approach to the pricing of Interstate Access Rates. [T]here is no
evidence that interstate access rates capped by the FCC eight years ago
have caused any CLEC to exit the market.15

22 In short, Mr. Denney cannot identify a single state that shares his views, either on the

23 FCC's order or on the broader subject of CLEC market power. Like the FCC and other states

24 have done, this Commission should reject the CLECs' arguments.

n

14 New Jersey BPU Order at page 27.
15 Id.
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1

2

Iv. ARIZONA CONSUMERS WILL BENEFIT FRGM A REDUCTION IN
INTRASTATE SWITCHED ACCESS RATES.

3
4

Q. somE LECS QUESTION WHETHER REDUCTIONS IN SWITCHED ACCESS
RATES WILL BENEFIT CONSUMERS. ARE THEY CORRECT?

5 No. Dr. Aron has discussed this in detail, so I would only add that in addition to the

6 evidence she previously presented, AT&T has stated that if the Commission adopts

7 AT&T's proposal,16 AT&T will eliminate its monthly In-State Connection Fee and also

8 reduce the extra charges assessed on intrastate calls made using its Prepaid Cards.

9

10

11

12

13

Q- MR. DENNEY CLAIMS AT&T'S PRICING PLANS ARE UNIFORM ACROSS
STATES, SO CONSUMER BENEFIT IS NOT LIKELY. DOES AT&T OFFER
THE SAME PLANS ACROSS STATES SUCH THAT THERE ARE NO UNIT
PRICE DIFFERENCES TO REFLECT DIFFERENCES IN SWITCHED ACCESS
EXPENSES?

14 No. While Shave not exhaustively reviewed the entire menu of calling plans offered by

15 AT&T, I have reviewed the Consumer Basic plan and the Business All in One plan and

16 my research shows that the Basic and All in One plans' prices are not the same from state

17 to state.17 I have presented the results of my research of these plans in OAO Rejoinder

18 Exhibit-2 . 18

19 Q- DOES THIS COMPLETE YOUR REJQINDER TESTIMONY?

20 Yes, it does.

A.

A.

A.

16 Some parties appear to have misunderstood AT&T's proposal. To avoid further confusion, reiterate as
follows: i.e. decrease all ILE Cs' rates to their corresponding interstate levels and at the same time cap the
CLECs' rates to not exceed those charged by the ILE Cs with which the CLECs compete.
17 Dr. Aron's consumer benefit analysis relies on AT&T's intrastate toll revenue which included total
revenues from all calling plans, and therefore those revenues reflected the differences in calling plans
across states.
is Shave provided in OAO Rejoinder Exhibit-3 instructions and links to access these plans. Examples of
other plans with varying prices across states include: For Business - AT&T Business Network Service,
AT8LT Pro WATS/Plan Q Service, AT&T CustomNet Service, Toll-Free Megacom Service; these plans
can be found in the Custom Network Services tariff which can be found using the same instructions.
Consumer - One Rate USA, Intralata overlay, Intralata overlay II, Schedule Y (Ag. true reach plan),
Schedule Z (e.g. Reach Out America), Instate overlay.

12
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IA $0.3300
IN $03000 $0.4000 $02800
KY $03200 $0.3700 $02900
LA $0.3300
MS $0.3300
MO $0.3Q00 $0.4200 $0.3300
NC $0.3300
NE $02600 $02600 $02600
ND $0.4200 $0.4500 $08900
NV $0.3100 $0.4200 $02600
OH $0.3a00
OR $0.3300
PA $03300
SC $0.3300
SD $0_3800 $0.4400 $0.3500
TN $0.3300
TX $0.s100 $0.4000 $02600
WA $0.as00 $03700 $02500
WV $04900 $0.1900 $0.1900
WY $0.3300

OA() REJOINDER EXHIBIT-2 (Page 1 of 2)



Basic Connected Basic Connected Basic Connected Basic Connected
InterLATA InterLATA InterLATA InterLATA InterLATA InterLATA InterLATA InterLATA

State DD DD DD DD DD DD DD DD
AL 0.2400 0. 1400 0.2380 0.1450 0.0990 0.0670 0.0690 0.0670
AR 0.2700 0.1800 0.2680 0.1850 0.1380 0.0700 0.1080 0.0700
AZ 0.2380 0.1790 0.2380 0.1690 0.1380 0.0660 0.1080 0.0660
CA 0.2780 0.1500 0.2580 0.1550 0.0800 0.0500 0.0500 0.0500
CO 0.3190 0.2290 0.3170 0.2140 0.1280 0.0560 0.0980 0.0560
CT 0.2600 0.1500 0.2580 0.1550 0.1200 0.0820 0.0900 0.0820
DC 0.2600 0.1500 0.2580 0.1550 0.0900 0.0600 0.0600 0.0600
DE 0.2600 0.1500 0.2580 0,1550 0.0900 0.0600 0.0600 0.0600
FL 0,2580 0.1400 0.2560 0.1450 0.1190 0.0670 0.0890 0.0670
GA 0.2580 0.1400 0.2560 0.1450 0.0990 0.0670 0.0690 0.0670
HI 0.2600 0.1700 0.2580 0.1750 0.0980 0.0600 0.0680 0,0600
IA 0.3190 0.2290 0.3170 0.2340 0.1410 0.0570 0.1110 0.0570
ID 0.2900 0.2000 0.2880 0.2050 0.1410 0.0610 0.1110 0.0610
IL 0.2780 0.1500 0.2760 0.1550 0.0800 0.0500 0.0500 0.0500
IN 0.2780 0.1500 0.2760 0.1550 0.0800 0.0500 0.0500 0.0500
KS 0.3190 0.2290 0.3170 0.2140 0.1000 0.0700 0.0700 0.0700
KY 0.2400 0.1600 0.2380 0.1650 0.0990 0.0670 0.0690 0.0670
LA 0.2400 0.1600 0.2380 0.1650 0.0990 0.0670 0.0690 0.0670
MA 0.2780 0.1500 0.2760 0.1550 0.0900 0.0600 0.0600 0.0600
MD 0.2780 0.1500 0.2760 0.1550 0,0900 0.0600 0.0600 0.0600
ME 0.3200 0.2300 0.3180 0.2350 0.0900 0.0600 0.0600 0.0600
MI 0.2580 0.1400 0.2560 0.1450 0.0800 0.0500 0.0500 0.0500
MN 0.2870 0.1970 0.2850 0.1840 0.1270 0.0550 0.0970 0.0550
MO 0.3190 0.2090 0.3170 0.2140 0.1560 0.0710 0.1260 0.0712
MS 0.2400 0.1600 0.2380 0.1650 0.0990 0.0670 0.0690 0.0670
MT 0.3000 0.2100 0.2980 0.2150 0.1510 0.0590 0.1210 0.0590
NC 0.2400 0.1400 0.2380 0,1450 0.0990 0.0670 0.0690 0.0670
ND 0.3100 0.2200 0.3080 0.2250 0.1860 0.0800 0.1560 0.0800
NE 0.3100 0.2200 0.3080 0.2050 0.0990 0.0500 0.0690 0.0500
NH 0.2600 0.1700 0.2580 0.1750 0.1000 0.0600 0.0700 0.0600
NJ 0.2780 0.1500 0.2760 0.1550 0.0900 0.0600 00600 0.0600
NM 0.3290 0.2390 0.3270 0.2440 0. 1440 0.0590 0.1140 0.0590
NV 0.2600 0.1700 0.2580 0.1750 0.0900 0.0520 0.0600 0.0520
NY 0.2780 0.1500 0.2500 0.1550 0.0900 0.0600 0.0600 0.0600
OH 0.2780 0.1500 0.2760 0.1550 0.0800 0.0500 0.0500 0.0500
OK 0.2400 0.1600 0.2380 0.1650 0. 1000 0.0700 0.0700 0.0700
OR 0.2600 0.1500 0.2580 0.1550 0.0800 0.0500 0.0500 0.0500
PA 0.2780 0.1500 0.2760 0.1550 0.0930 0.0600 0.0630 0.0600
PR 0.2700 0.1800 0.2680 0.1850 0.1000 0.0700 0.0700 0.0700
RI 0.2830 0.1790 0.2810 0.1840 0.0900 0.0600 0.0600 0.0600
SC 0.2990 0.2190 0.2970 0.2240 0.0990 0.0670 0.0690 0.0670
SD 0.2990 0.2190 0.2970 0.2240 0.1860 0.0800 0.1730 0.0980
TN 0.2400 0.1400 0.2380 0.1450 0.0990 0.0670 0.0690 0.0670
TX 0.3500 0.2090 0.2820 0.1710 0.1110 0.0700 0.0810 0.0700
UT 0.3090 0.2290 0.3070 0.2140 0.0860 0.0500 0.0560 0.0500
VA 0.2600 0.1500 0.2580 0.1550 0.1030 0.0600 0.0830 0.0600
VT 0.3190 0.2290 0.3170 0.2340 0.0900 0.0600 0.0600 0.0600
WA 0.2780 0.1500 0.2760 0.1550 0.1050 0.0500 0.0750 0.0500
WI 0.2600 0.1500 0.2580 0.1550 0.0890 0.0500 0.0590 0.0500
WV 0.2890 0.1990 0.2870 0.2040 0.0980 0.0600 0.0680 0.0600
WY 0.3190 0.2290 0.3170 0.2340 0.1130 0.0500 0.0830 0.0500

OAO REJOINDER EXHIBIT-2 (Page 2 of 2)

Business All In One Service - Sample of Basic RatePlans

Rate Table A-IntraState Rate Table B-IntraState Rate Table C-IntraState
Rate Table Multi-Saver-
IntraState



OAO REJUINDER EXHIBIT-3

Instructions and Links to Access the AT&T's Consumer and Business
Plans

USING CONSUMER TARIFF - Basic Rate Plan and all other plans in states which have

tariffs

From www.att.com

Select "About AT&T" tab

Select "Service Publications" in the "Public Policy and Regulatory Information" section, which

takes you to:

hlllv I/v.v\vw Mi com/aexx/public u' I Ur ?pad 9700

Select a state on the map and then select "Residential"

Under the company "AT&T Communications of the XXX . select "Learn More" under "State

tariffs"

Select a state again

Select "Tariffs". You have to look through the different tariffs to find the service in which you

are interested. The tariff may differ for each state.

As an example from

http I/wxww aU com/l1Lrt/wmL affa1r§?p1d 9700

Select "AZ" for the state.

Select "Residential"

Under AT&T Communications of the Mountain States, Inc. select "Learn

More" under "State Tariffs:

Select"AZ"

Select "Tariffs"

Select "AZ Message Telecommunications Service"

Search for "X Schedule, Dial Station"



w

OAO REJOINDER EXHIBIT-3

As another example, from

http://www.att.com/gen/pub!ic~affai.rs?pid=9700:

Select "TX" for the state.

Select "Residential"

Under AT&T Communications of the Southwest, Inc...., select "Learn More"

under "State Tariffs:

Select "TX"

Select "Tariffs"

Select "TX mis TOC Section 1 MTS and OCPs"

Search for "Schedule X"

USING CONSUMER SERVICE GUIDE - Basic Rate Plan

From www.att.com

Select "About AT&T" tab

Select "Service Publications" in the "Public Policy and Regulatory Information" section, which

takes you to:

http://www.att.com/gen/public-affairs?pid=9700

Select a state on map and select "Residential"

Under the company "AT&T Communications of the XXX

Guidebooks/Service Guides" which takes you to :

. select "Learn More" under "State

ham I/wvm arm, muslzuxde ILL Lom/A( S/e\t/index Jm

Select "Domestic Service Guide" on the left

Select "AT&T State to State Direct Dialed Basic Rate Plan"

Select "AT&T State-To-State Direct Dialed Basic Rate Plan service guide"

Once link opens, go to bottom of page and in the last paragraph, select the "information" link,

Select the desired state. Only states that have "Service Guides" for the "Basic Rate Plan will be

available to select.
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USING CONSUMER SERVICE GUIDE - One Rate USA, AT&T True Reach and AT&T

Reach Out America

From www.att.com

Select "About AT&T" tab

Select "Service Publications" in the "Public Policy and Regulatory Information" section, which

takes you to:

l_;;tp://www.att.com/gen/public-aftlairs?pid=970()

Select a state on map and select "Residential"

Under the company "AT&T Communications of the XXX

Guidebooks/Service Guides" which takes you to:

I • 9 9 9 select "Learn More" under "State

http://www.serviceguide.att.com/ACS/ext/index.cfm

Select "Domestic Service Guide" on the left

Scroll down to "Local Services Bundle", select One Rate USA, a new document

opens up, scroll down to bottom and click on desired state

AT&T TRUE REACH AND AT&T REACH OUT AMERICA

Scroll down to "Offers No Longer Available to New Customers", and select

"more" at the bottom and you will then see expanded list of grandfathered plans

Scroll down to AT&T True Reach or AT&T Reach Out America, select plan, and

a new page opens up,

Select the Plan again, a new document opens up

Scroll down to bottom of document, in the last paragraph (usually) it talks about

state rates (for De-tariffed states), select the "information" link, new screen opens

UP

Select desired state

USING CONSUMER SERVICE GUIDE - AT&T In-State Overlay, AT8LT IntraLATA

Overlay and AT&T IntraLATA Overlay II

From www.att.corn

Select "About AT&T" tab

One RateUSA
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Select "Service Publications" in the "Public Policy and Regulatory Information " section, which

takes you to:

http://vvww.att.coIn/<.zegLpublic-affai;s;?pid=*)70Q

Select a state on map and select "Residential"

Under the company "AT&T Communications of the XXX ..

Guidebooks/Service Guides" which takes you to z

select "Learn More" under "State

hot _.//www.serviceguide.att.com/ACS/exUindex.cfm

Select "State Specific Service Guides" on the left

Scroll down to "Offers No Longer Available to New Customers", and select "more" at the bottom

and you will then see expanded list of grandfathered plans

Scroll down to AT&T In- State Overlay or AT&T IntraLata Overlay OR AT&T IntraLATA

Overlay II, select plan, and a new page opens up,

Select the Plan again, a new document opens up

Scroll down to bottom of document, in the last paragraph (usually) it talks about state rates (for

De-tariffed states), select the "information" link, new screen opens up

Select desired state

BUSINESS TARIFF OR SERVICEGUIDE FOR THE "ALL IN ONE" PLAN AS WELL

AS OTHER BUSINESS PLANS

From www.att.com

Select "About AT&T" tab

Select "Service Publications" in the "Public Policy and Regulatory Information" section, which

takes you to:

http I/'wwxx mU mm/ en/pubhc \H"1u<'~'p1d 9708

Select a state and then select "Business"

Under the company "AT&T Communications of the  XXXX. . select "Learn More" under "State

tariffs"

Select state again

Select "Services"
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Under "Custom Network Services", select "the Price List",

On "Price List" page, select either Section 10 or "AT&T All in One Service". Only one of these

will be available. If "AT&T All in One Service" is available, go to Section 10 within the

document.



ERR.ATA TO DIRECT TESTIMONY OF DR. OLA A. OYEFUSI

1. Page 9, line 9 - change "LECs" to "ILE Cs"
2. Page 9, line 37 - insert "to" between "eligible" and "receive"
3. Page 16, line 15 .-. add "s" to "service"
4. Page 16, line 25 .- delete "was in many"
5. Page 18, line 16 -- add "are" after "which"
6. Page 18, line 17 .- change "be" to "being"
7. Page 25, line 21 - change "LEC" to "ILEC"
8. Page 42, line 26 --. insert "incumbent" between "all" and "local"
9. Page 52, line 8 - insert "to" between "up" and "the"
10. Page 61, line 2 -. delete duplicate of the word "that"
ll. Page 62, Table l .-. in the Total Arizona line, change the figure "l ,953,754" to

"3,004,070"
12. Page 64, Footnote 74 - add "d" to "increase"
13. Page 69, line 21 -- insert "billable" between "at" and "lines"

EXHIBlf

I Q T 4 ' T  I L
Anwraul

ERRATA TO REPLY TESTIMONY OF DR. OLA A. OYEFUSI

1.
2.
3.
4.
5.
6.
7.
8.
9.

Page 1, line 20 - change "an" to "and"
Page 7, line 11 ... insert "with" after "inconsistent"
Page 26, line 22 - delete "But", change "as" to "As"
Page 34, line 6 - delete "that" after "proposes"
Page 35, line 16 - insert "fully" after "be"
Page 35, line 21 -- insert "to achieve parity" after "reform"
Page 40, line 20 ... delete "to intrastate levels"
Page 41, line 2 - change "LECs" to "ILE Cs"
Page 41, line 3 - insert "and cap CLECs rates as proposed" before "so that"

ERRATA TO REJOINDER TESTIMONY OF DR. OLA A. OYEFUSI

1.
2.
3.
4.

Page 2, line 12 - insert "and structure" after "switched access rates"
Page 3, line 8 .... insert "Direct Testimony or" after "in my"
Page 6, line 10 - delete "based on" insert "like" after "reforms"
Page 7, Footnote 7 - insert the following at end of sentence: "except CLECs
with interstate rural exemption"



IN THE MATTER OF THE
INVESTIGATION OF THE COST OF
TELECQMMUNICATIQNS ACCESS.

BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

MIKE GLEASON - Chairman
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

IN THE MATTER OF THE REVIEW AND
POSSIBLE REVISION OF ARIZONA
UNIVERSAL SERVICE FUND RULES,
ARTICLE 12 OF THE ARIZONA
ADMINISTRATIVE CODE.

DOCKETNO. RT~00000H--7-0137

DOCKET no. T-00000D-00-0672

ALECA'S INITIAL RESPONSES
TO STAFF'S LISTS OF ISS~UES

Pursuant to the November 30, 2007 Procedural Order issued in the above-

referenced consolidated dockets, the Arizona Local Exchange Carriers Association hereby

submits its responses to the September 4 and November 19, 2007 Staff lists of issues.

RESPECTFULLY SUBMITTED this 7th day of January, 2008.

SNELL & WILMER

Jeffrey W. CrOckett
Bradley S. Carroll
One ArizonaCenter
Phoenix, Arizona 85004-2202
Attorneys for Arizona Local
Exchange Carriers Association
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ORIGINAL and 15 copies filed this
7th day of January, 20 8 with:

Docket Control
Arizona Cooration Commission
1200 West washington
Phoenix, Arizona 85007

COPY of the foregoing hand-delivered
this 7th day of January, 2008 to:
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Maureen A. Scott, Senior Staff Counsel
Legal Division
Arizona Co oration Commission
1200 West washington Street
Phoenix, AZ 85007
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Ernest Johnson Director
Utilities Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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Jane L. Rodder, Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007
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COPY of the foregoing mailed/e-mailed
this 7th day of January, 2008 to:

17 SEE ATTACHED SERVICE LIST
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2

3 Suite 220

4

Scott Wakefield, Chief Counsel
Residential Utility Consumer Office
1110 West Washington,
Phoenix, AZ 85007
swal<efie1d@azruco.,qov

Lyndell Nips
Vice Presi end, Regulatory
Time Warner Telecom
845 Camino Sur
Palm S rings, CA 92262
LvndalF.Nipps@twtelecom.com

5

6

Norm Cutright
Qwest Corporation
20 East Thomas Road,
Phoenix, AZ 85012

16th Floor

7

Dennis Ahlers
Associate General Counsel
Eschelon Telecom, Inc.
730 Second Avenue, Suite 900
Minneapolis, MN 55402

8
Reed Peterson
Qwest Corporation
20 East Thomas Road, 16th Floor
Phoenix, AZ 850129

10

Dennis Ahlers
Associate General Counsel
Integra Telecom, Inc.
730 Second Avenue, Suite 900
Minneapolis, MN 55402

11

12

Michael W. Patten
Roshka DeWu1f & Patten, PLC
One Arizona Center
Phoenix, AZ 85004
mpatten@rdp-law.corn

13

Dennis Ahlers
Associate General Counsel
Advanced Telemanagement Group, Inc.
730 Second Avenue, Suite 900
Minneapolis, MN 55402

14

15

Michael Grant
Gallagher & Kenned
2575 East Camelbac Road
Phoenix, AZ 85016
mmg@gknet.com
Attorneys for AT8LT

16

17

Thomas Campbell
Michael Hal lam
Lewis and Rosa, LLP
40 North Central Avenue
Phoenix, AZ 85004
tcam>bell@1rlaw.com
meal am@]rl.com
Attorneys for Verizon18

19

20

Dan Foley
Gregory Castle
AT T Nevada
645 East Plumb Lane, B132
P.O. Box 11010
Reno, NV 89520
dan.fo1e @att.com
gc183 lé atteom

21

Charles H. Carrathers, III
General Counsel, South Central Region
Verizon, Inc.
HQE03H52
600 Hidden Ridge
Irving, TX 75015
chuck.can'athers@verizion.com22

23

Joan S. Burke
Osborn Maledon, PA
2929 North Central Avenue, Suite 2100
Phoenix, AZ 8502
jburke@omlaw.com
Attorneys for Time Warner Telecom

24

Thomas Bade, President
Arizona Dialtone, Inc.
717 West Oakland Street
Chandler, AZ 85226

25

26

3
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Brad VanLeur, President
OrbitCom, Inc.
1701 North Louise Avenue
Sioux Falls, SD 57107

Mark A. DiNunzio
Cox Arizona Telkom, LLC
1550 West Deer Valley Road
MS DV3-16, Building C
Phoenix, AZ 85027
mark.dinunzio@cox.comArizona Payphone Association

c/o Gary Joseph
Sharenet Communications
4633 West Polk Street
Phoenix, AZ 85.043
garyj@nationa1brands.com

William Hayes, General Manager
Table To Telephone Company, Inc..
600 Nortll Second Avenue
Ajo, AZ 85321

Nathan Glazier, Regional Manager
Alltel Communications, Inc.
4805 East Thistle Landing Drive
Phoenix, AZ 85044
nathan.glazier@alltel.com
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ARIZONA UNIVERSAL SERVICE FUND (¢6AUSF19)
ISSUES LIST

DOCKET NOS. T-00000H-97-0137 AND T-00000D-00-0-72 (CONSOLIDATED)
SEPTEMBER 4, 2007/NOVEMBER 19, 2007

1. What should the fund look like ?

ALECA RESPONSE: The AUSF should be a fund of money available for
disbursement to local telephone companies defined as rural companies in the
Telecommunications Act of 1996. AUSF monies should be disbursed to rural
companies according to the costs they incur providing basic local exchange
service and the revenue they forego bringing intrastate switched access rates into
equality with interstate rates.

2. What revenues should be assessed?

AL ECA RESPONSE: The AUSF should be financed through a surcharge
or set of surcharges levied against intrastate, retail telecommunications services or
revenues. The surcharge(s) should be broadly based, that is, telephone customers
should not be able to escape paying a surcharge by substituting the services of
competing providers and other services not subj et to the surcharge.

The current AUSF rules provide for three surcharges that assess local exchange
lines, intrastate toll revenue and interconnecting trunks uti l ized by wireless
carriers, In 2004, ALECA recommended rev ising the AUSF rules to assess
intrastate retail telecommunications revenue alone. No matter which approach is
adopted, assessments should be broadly based, and the services and revenues
assessed should include those of incumbent local exchange can° iers, competitive
local exchange carriers, interexchange carriers, wireless carriers, providers of IP
telephony and any other telecommunications service providers over which the
Arizona Corporation Commission has jurisdiction.

W7'zat should the A USF reporting requirements be?

ALECA RESPONSE: Reporting requirements should be tailored to fit the
purposes the AUSF is designed to serve. In 2004, ALECA proposed revisions to
the AUSF rules (that it hereby incorporates by this reference) that recommended
establishing a support mechanism based on the extent to which rural carriers'
embedded loop costs exceed the nationwide average embedded loop cost. One
purpose served by ALECA's recommendation is to give rural carriers an incentive
to invest in local exchange facilities in high cost areas. Since ALECA's proposal
is nearly identical to the FCC's high cost loop support program, rural carriers in
Arizona could file the same form they submit to NECA in July of each year.

3.
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Another useful public purpose of the AUSF is to compensate rural coniers for the
loss of revenue associated with bringing their respective switched access rates
into equality with interstate rates as ALECA proposed in its 2006 White Paper, a
copy of  which is attached as Exhibit A. In the case of  using the AUSF to
compensate for foregone intrastate switched access revenue, rural carriers should
be required to report at the time of implementation and periodically thereafter the
amounts of intrastate access revenues and quantities of access demand necessary
to ensure neither over nor under collection.

What should the rules be for companies serving high cost areas?

ALECA RESPONSE: The AUSF rules for rural carriers should provide
strong incentives for them to invest in local exchange facilities serving customers
who are costly to reach and to extend facilities to unserved and underserved areas.
ALECA's 2004 proposed AUSF rule revisions were designed to provide such
incentives.

Should all carriers be treated the same regardless of service area or technology
used?

ALECA RESPONSE: All carriers whose customers pay into the AUSF
should have an opportunity to draw from the fund to recover the costs or foregone
revenues from providing benefits to the public consistent with universal service
objectives. For example, the Report and Recommendations of the Arizona
Eligible Telecommunications Carriers (December 21, 2005)1 proposed having the
AUSF cover the costs of centralized administration and automatic enrollment of
Lifeline and Link-Up through the Department of Economic Security ("DES").
While the details were not specified in the Report, it seems reasonable to assume
that ETCs could pay DES for administering Lifeline and Link-Up and recover the
administrative costs so incurred from the AUSF.

6. What revisions to the existing AUSF rules should be made?

ALECA RESPONSE: The existing AUSF rules should be modified in two
major ways. First, the rules should be modified consistent with ALECA's 2004
proposed rule revisions by giving rural companies an incentive to build out local
exchange facilities in high cost areas. As ALECA proposed in 2004, access to the
AUSF for this f irst major purpose should not be conditioned upon having to
undergo a rate case. Second, the existing rules should be revised so that rural
carriers may draw from it to recover the sacrificed revenues from bringing their
intrastate switched access rates into equality with interstate rates. Provided access
reform is revenue neutral, there should be no need for rural companies to file rate
cases in order to recover foregone revenues. In general, access to the AUSF to
cover the costs incurred or revenue foregone achiev ing universal serv ice

1 See, http://images.edocket.azcc.gov/docketpdf/0000037930.pdf

I
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objectives should be streamlined and simplified so as neither to discourage
adoption of such goals nor to delay recovery unnecessarily.

Should the fund allow upfront recovery of construction easts?

ALECA RESPONSE: Yes. As ALECA proposed in 2004, the AUSF
should be used to help defray the costs of line extensions to customers located
some distance beyond existing local exchange facilities. ALECA's 2004 proposal
was modeled after a section of the Utah Public Service Commission's "Universal
Public Telecommunications Service Support Fund" Rule, specifically section
R746-360-9 entitled "One-Time Distributions firm the Fund." This section
establishes a process whereby the Utah PSC pre-approves qualifying line extensions
and apportions the financial burden between the company, the customer and the
Fund. A copy of the Utah rule is attached as Exhibit B. ALECA reconnnends aNs
Commission's costs of administering a similar process should be covered by the
AUSF.

8. Should a company be required to meet a ser of criteria before they are allowed to
obtain AUSF revenues to compensate it for reductions in access revenues
resulting from access charge reform?

ALECA RESPONSE: The only criterion a carrier required to reduce its
access charges should have to satisfy in order to obtain reimbursement from the
AUSF is that it must be a rural carrier as defined by the Telecommunications Act
of 1996. .

9. Should AUSF funding be available to competitive eligible telecommunications
carriers?

ALECA RESPONSE: Yes. ALECA does not oppose competitive ETCs
drawing from the AUSF for the purpose of serving rural areas and small
communities, provided the support supplied to the competitive ETC is based on
the competitive ETC's own costs.

10, ShOuld AUSFfuna'ing be provided lo companies that are not cerlyied as eligible
telecommunications carriers?

ALECA RESPONSE: No. Carriers that have not been designated as ETCs
by this Commission do not have public service obligations consistent with
universal service objectives .

11. Should companies be required toile a rate case to obtain AUSF revenues?

ALECA RESPONSE: No. Rural carriers receiving AUSF support in
compensation for high loop costs or foregone access revenues should not be
required to undergo individual company rate cases in order to qualify for AUSF

7.
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support. Whether to finance the provision of high cost loops or compensate for
access reform, a generic proceeding is appropriate since all rural carriers as a class
are affected. Multiple individual company rate cases processed simultaneously
could overwhelm the Commission's resources. In addition, rate cases are
unnecessary if access reform is revenue neutral and loop support is based on the
capital expenditures and expenses incurred sewing high cost areas.

12. Ira rate case is not required, what method should be used to determine whether a
company shouldreceive A USFpayments?

ALECA RESPONSE: ALECA proposes two methods for rural carriers to
prove a need for support from the AUSF. The first is to demonstrate that the rural
carrier has loop costs greater than 115% of the nationwide average loop cost.
ALECA included this method in its 2004 proposed AUSF rule revisions. The
second is to calculate the amount of revenue foregone by bringing a rural
company's intrastate switched access rates into equality with the company's
interstate rates. The resulting support from the AUSF would be revenue neutral.
ALECA proposed this manner in its 2006 White Paper (attached as Exhibit A.)

13. Should the AUSF rules be amended lo allowfor the provision of telepnone service
in unserved or underserved areas?

ALECA RESPONSE: Yes. ALECA included support for line extensions
in its 2004 proposed AUSF rule revisions. ALECA also views the high loop cost
component of its proposed 2004 AUSF rule revisions as a means of encouraging
rural companies to build out to unserved andunderserved areas.

14. Should the AUSF rules be amended to allow for incentives to companies to
provide telephone service in unserved or underserved areas?

ALECA RESPONSE:
AUSF Issue No. 13 above.

Yes. Please refer to ALECA's response to Staff"s

15. Should the A USF rules as proposed by ALECA be adopted?

ALECA RESPONSE: Yes. The Commission should adopt ALECA's
2004 proposed rule revisions, or some valiant of its proposal that preserves AUSF
support for rural carriers based on embedded loop costs. In addition, as
recommended in ALECA's 2006 White Paper, Me Commission should also revise
its existing AUSF rules to provide for replacement of any revenues sacrificed
from bringing state access rates into equality with interstate rates.

4
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16. Should competitive bidding be a component of USF implementation?

ALECA RESPONSE: No. There is no need to take such a drastic and
unproven step in l ight of  the proven methods in use for prov iding high cost
support and revenue neutral access reform at the federal level and in other states.

17. Should CLECs have to prove a needfor A USF revenues?

ALECA RESPONSE: Yes.
Staffs AUSF Issue No. 9 above.

Please refer to ALECA's response to the

18. What services should be eligible for inclusion in services supported by the A USF?

ALECA RESPONSE' The AUSF should support basic local exchange
services and intrastate access charge reform.

19. Should AUSFpayments be usedfor line extensions and zfso how should eligible
costs be determined?

AL ECA RESPONSE: Yes. As ALECA recom m ended i n  i t s 2004
proposed rule revisions, the AUSF should help defray the costs of line extensions,
ALECA envisions that camlets seeldng support for particular line extensions
would submit their costs and a plan for dividing those costs between the AUSF,
the customers and the company for Commission approval.

20. How should the A USF surcharges be calculated?

ALECA RESPONSE: The AUSF surcharges should be calculated to
produce sufficient proceeds to pay for high cost loop support, revenue neutral
access charge reform and the projected costs of qualifying line extensions.
ALECA recommends the Commission continue to employ the AUSF rule's
existing three-part surcharge mechanism. The existing three-part mechanism is
consistent with ALECA's recommendation that such surcharges should be
broadly based.

21. Should a program to improve participation in Lw!ine and Link- Up be supported
by A USF? .

ALECA RESPONSE: Yes. ALECA agrees with the recommendation of
the team of Arizona ETCs ("the Team") that the AUSF should cover the costs of
increasing enrollment in Lifeline and Link-Up through centralized administration
and automatic enrollment.

5
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22. Should the enrollment program recommended by the ETCh be implemented or is
there another more cost effective method for increasing L 2line and Link-Up
participation?

ALECA RESPONSE: Yes. The enrollment program recommended by the
Team should be implemented. ALECA is unaware of any alternative method of
enrollment that would increase participation 30-40% as experienced in Texas and
New York.

23. If the funding mechanism for the enrollment program recommended by the ETCs
is appropriate, should the cost be borne by the ETCs as a cost of doing business
and being anETC or is there some other method offilnding that would be better?

ALECA RESPONSE: As the Team recommended,  the three AUSF
surcharges currently in place represent a fair and economical way of recovering
the costs of centralized administration and automatic enrollment.

24. Are the projections for potential Lurline and Link-Up customers reasonable or is
there other data that would increase or decrease the cost/beneft estimates
contained in the ETC Report? Please provide such data.

ALECA RESPONSE: ALECA finds the enrollment projections provided
by the Team reasonable and does not know of alternative data or method that
could improve those cost/benefit estimates.

25. Should the recommendations in the ETC 'sReport be implemented, how should the
AUSF rules be modified to address the enrollment program and the payments that

would be made to the Department  of  Economic Security ("DES") for i ts
participation?

ALECA RESPONSE: As the Team proposed in the ETC Report,  the
current AUSF rules are broad enough that the Commission has the authority to
issue an order al lowing immediate recov ery of  the costs of  central ized
administration and automatic enrollment. Thus, it is not necessary to modify the
current AUSF rules to address payments to DES .

26. Should there be a "cap" on the payments that could be made to DES for its
participation in the enrollment program and, if so, how might such a cap be
determined?

ALECA RESPONSE: ALECA supports the Team's recommendation that
if its enrollment program is adopted, DES should be required to submit proof of
the costs the agency incurs administering the program to NECA (now Solid) for
review. No additional restraint seems necessary.

6
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27. Should there be some form of a "sunset clause" that would end the enrollment
program and USO, what would be appropriate criteria for ending the program?

ALECA RESPONSE: The current AUSF rules already provide for a
review of the costs incurred every three years. Given this provision, a "sunset
clause" is unnecessary.

28. To what extent do other states promote enrollment in Lurline and Link-Up as
recommended in the ETC 's Report and to what extent have such state efforts been
et%ctive, both from an enrollment and cost perspective?

ALECA RESPONSE: In addition to the three states mentioned in the ETC
Report, the State of Utah has also established centralized administration and
automatic enrollment for Lifeline and Link-Up. Utah's program is administered
by the Department of Community and Culture ("DCC"), and the Utah Public
Service Commission's equivalent of the AUSF, the Utah Telephone Assistance
Program, pays for the costs the Department incurs. Following DCC's takeover of
the enrollment process in Utah, Frontier Communications of Utah, an affiliate of
three of ALECA's members, experienced an increase in Lifeline participation
consistent with the experiences in Texas and New York.

29. To what extent have communication services from non-ETCs, such as prepaid
wireless ojjerings as one example, become the service of choice for eligible
Lifeline customers who otherwise may have subscribed to an ETC's L line
service?

ALECA RESPONSE: ALECA has no knowledge of the extent to which
communications services firm non-ETCs may have substituted for the Lifeline
offerings of its members, all of whom are ETCs.

7
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UPDATED ACCESS CHARGE QUESTIONS
DOCKET nos. T-00000H-97-0137 AND T-00000D-00-0672 (CONSOLIDATED)

SEPTEMBER 4, 2007

1. Do you believe that the Commission ought to restructure access charges? Please
explain your response.

ALECA RESPONSE: ALECA recommends that the Commission bring
intrastate switched access rates into equality with interstate rates, where equality
necessarily means matching both the level and structure of interstate rates. Over
the last several years, the FCC has substantially reduced the interstate switched
access rates of ALECA's member companies while their intrastate Arizona access
rates have remained stable. At the same time, the FCC has restrained reciprocal
compensation rates to levels even below interstate access rates and expanded the
range of wireless calls subject to reciprocal compensation instead of intrastate
access charges. The combined result has had two detrimental impacts on the
intrastate access revenue streams of ALECA's member companies. First, the
FCC's actions have given interexchange carriers, wireless providers and CLECs
powerful incentives to misreport the jurisdictional nature of traffic and redirect
traff ic so as to disguise its true origin. Second, the FCC has handed wireless
carriers a significant competitive advantage in the provision of in~state long-
distance calling, not only further endangering access revenues but in this era of
bundled pricing also depressing ALECA members' toll and local revenues. Since
this Commission has set rates that have made ALECA's member companies
heavily dependent upon in-state toll and access revenues, a significant reduction
in those two revenue streams threatens the widespread af fordabi l i ty and
availability of basic local exchange service in rural Arizona.

2. What recommendation to the Commission would you make regarding how
intrastate access charges should be reformed?

ALECA RESPONSE: ALECA recommends the Commission allow
ALECA's member companies to undertake revenue neutral access charge reform.
Specif ical ly, ALECA recommends that the Commission permit i ts member
companies to bring their state switched access rates into equality with their
interstate rates. The difference in revenue produced at existing state access rates
over an historical year and the same historical volume of  traf f ic at current
interstate rates should be made up from the AUSF. ALECA's recommendation
would establish parity Mth interstate rates at a point in time and not require its
members to follow any further reductions in interstate access, unless they are
compensated for the additional lost access revenue. This approach not only
reduces the level of intrastate rates for all of ALECA's member companies but
also rev ises the structure of  some companies' rates, since some member
companies' state access tariffs do not reflect the local transport rate restructuring
required by the FCC over a decade ago. ALECA's member companies should be
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given the option of matching interstate rates at a single point in time, called a
"flash cut," or matching them in qui-proportional steps over a period of time not
to exceed three years. ,

3. Would you recommend the Commission address both switched and special access
in an access charge reform proceeding? If your response is yes, please explain.

ALECA RESPONSE: No. ALECA does not recommend the Commission
deal with special access in this proceeding. The FCC has not taken the actions it
has regarding switched access in the arena of special access. For ALECA's
member companies, the disparity between their intrastate and interstate special
access rates is not as great as between their intrastate and interstate switched
access rates. Moreover, because the FCC's rules classify dedicated circuits as
wholly interstate if ten percent or more of the traffic carried is interstate, the bulk
of the special access circuits of ALECA's member companies are leased pursuant
to interstate tariffs. Thus, addressing special access rates in this proceeding would
needlessly prolong it and further delay a much-needed review of state switched
access rates. . .

What is your current recommendation to the Commission on how access charges
should be reformed?

ALECA RESPONSE: Please refer to ALECA's response to Staffs
Updated Access Charge Question No. 2 above.

5. Please update your response to the questions and issues contained in the 12-3-0]
Procedural Order in Docket No. T-00000A-00-0672 to the extent you feel trey
should be updated.

ALECA RESPONSE: ALECA does not believe it is necessary to update
its responses to the questions and issues contained in the earlier Procedural Order.
ALECA's current position is set forth here in these comments and responses. Not
only have circumstances changed in the intervening years since the earlier
Procedural Order, but ALECA's membership has also changed.

6. How would the FCC 's proceeding to reform intercarrier compensation abject the
ACC 's actions ro reform intrastate access charges ?

ALECA RESPONSE: ALECA recommends the Commission deal with the
wide disparity that presently exists between intrastate and interstate switched
access rates without waiting for the FCC to promulgate revised rules governing
intercarrier compensation. The issues ALECA believes must be addressed have
arisen as a result of past FCC actions, and there is l ittle doubt the FCC will
continue putt ing downward pressure on interstate switched access rates.
Furthermore, most experienced FCC watchers agree the FCC wil l  not take

4.
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significant action with respect to intercarrier compensation until after the 2008
elections.

7. Do you believe that the carrier common line switched access charges ought to
exist? Please provide your rationale for your position on this matter.

ALECA RESPONSE: ALECA considers the issues raised by this question
a potential distraction from the central issue of preserving and promoting the
widespread availability and affordability of basic local exchange service in rural
Arizona. Carrier common line ("CCL") charges are usage-based access rates
designed to recover a portion of the costs of providing network access lines.
Network access lines connect landline telephone subscribers' to the first switch in
the network. A long-standing debate in the telecommunications industry revolves
around whether network access line costs vary with usage, that is, vary with the
number and duration of calls. In principle, costs that do not vary with usage
should not be recovered from usage-based charges. In recognition of this
principle, the FCC has re-assigned historical access line costs, or in FCC parlance
"common line" costs, to the federal Universal Service Fund and provided for rate-
of-return coniers to recover diesecosts from the Fund through Interstate Common
Line Support ("ICLS") and for price cap carriers to recover them via Interstate
Access Support ("IS"). Thus, in the face of stable state access rates, the FCC's
policies have opened up a wide gap between intrastate and interstate CCL charges
and led to the incentives that currently Meaten the very revenue streams
ALECA's members need to support basic local exchange service in rural Arizona,

Do you think that the notion of implicit subsidies ought to be a component of any
analysis that the Commission?

ALECA RESPONSE: As with the debate over the proper role of CCL
charges, focusing on the notion of implicit subsidies detracts from the larger issue
of preserving and promoting universal service. Whether or not classified as
subsidies, there is little question that the contribution from switched access
charges defrays a large portion of the costs ALECA's member companies incur
supplying basic local exchange service in rural Arizona. Presently, this
contribution is implicit in intrastate switched access rate elements. In other
words, the contribution switched access rate elements make toward the recovery
of ALECA's members' total costs is not readily apparent on their customers'
retail bills. By moving the burden of this contribution from state access to the
AUSF, ALECA's proposal makes the contribution needed to preserve and
promote universal service explicit.

8.
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Do you believe that the AUSF ought to pick up any revenue reduction that may
occur as a result of the reform of access charges? Please provide the rationale
for your response.

ALECA RESPONSE' Yes. ALECA recommends the Commission
provide for the recovery of the revenue deficiency produced by access charge
reform from the AUSF. As ALECA's 2006 White Paper (attached as E>d1ibit A)
emphasizes, support from state access revenues is so great that setting intrastate
rates equal to interstate rates in 2005 would have produced a deficiency large
enough that ALECA member companies' residential local exchange rates would
have doubled on average if the deficiency had been spread eVenly across all
access lines. It seems unlikely local rate increases of this magnitude could occur
in rural Arizona without jeopardizing universal service.

10. If you believe that the AUSF ought to pick up any revenue reduction that may
occur as a result of the reform of access charges, what parameters would you
implement to determine what amount ought to be picked up by the A USF? .

ALECA RESPONSE: ALECA recommends the Commission permit its
members to recover from the AUSF the full amount of foregone intrastate access
revenue produced by access reform.

11. How would you quantity the reductions? Please explain your response ro include
items suck as whether ire AUSF amount would be based on current year switched
access minutes, on current year access revenues, historical year access minutes,
historical year access minutes, etc.

ALECA RESPONSE: The amount ALECA's member companies draw
from the AUSF should be based on the difference between test-year intrastate
switched access demand evaluated at test-year intrastate rates and alternatively at
interstate rates.

12. Provide an estimate of the e]%ct on access revenues for your company if access
charges are reformed in the manner that you recommend to the Commission,

ALECA RESPONSE: ALECA estimated the effect on its members' access
revenues if intrastate switched access rates were brought into equality with
interstate rates in its 2006 White Paper (attached as Exhibit A.) The White Paper
concludes as follows at page 9: "Based on 2005 data, the amount of Arizona
universal service support required for this shift is approximately $26.6 million
annually."

9.
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13. For companies that provide access service, please provide the dollar amount of
revenues from intrastate switched access charges that you received by rate
element, by month, for the period July 1, 2006 through June 30, 2007.

ALECA RESPONSE: ALECA is an organization made up of members,
and there are several reasons why ALECA cannot provide the requested
information using the methodology requested in the question. ALECA's members
do not in the normal course of business keep track of revenue by access rate
element as the question requests. Each member would have to compile a response
manually, and some members would have to engage an outside vendor to compile
the information for them. In the case of some ALECA members, the information
for many of the months requested is no longer maintained in a usable billing
fomatbut would require re-formatting even before a manual compilation process
could begin, Moreover, ALECA would have to pay an outside consultant to
confidentially gather the information from each member and aggregate the results,
The entire process of confidentially compiling, gathering and aggregating the
requested infonnation would take up to three months.

Therefore, ALECA would propose providing information using the same
methodology that it used in its 2006 White Paper (attached as Exhibit A) which
utilizes revenue per minute as a surrogate and could make this information
available in approximately 30 days if Staff agrees that this is an adequate
substitute. ALECA will contact Staff to discuss this further.

14. For companies that purchase access service, please provide the dollar amount of
the payments for switched access charges that you made (by company, rate
element, and by month)for the period July 1, 2006 through June 30, 2007.

ALECA RESPONSE: Not applicable.

15. Should additional considerations be taken into account when restructuring and/or
setting access clzargesfor small rural carriers? Please explain your response.

ALECA RESPONSE: At this time, ALECA has no additional
considerations that it recommends the Commission take into account when setting
access charges for small, rural carriers except as set forth in these responses.

16. Please comment on any other issues you believe may be relevant to the
Commission 's examination of intrastate access charges.

ALECA RESPONSE: ALECA has no issues other than those set out in
these comments that it wishes to raise at this time.
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17. Are there any other issues besides the rate restructuring and costing issues raised
herein that should be addressed by the Commission in this Docket?

ALECA RESPONSE: ALECA has no issues other than those it has set out
in these comments that it wishes to raise at this time.

18. Are there other State proceedings and/or decisions that you would recommend the
Commission examine in this docket? Please attach any relevant State commission
decisions to your comments. .

ALECA RESPONSE: Insofar as access reform in other states is
concerned, ALECA recommends the Commission examine the New Mexico

Rural USF rule, which is attached as Exhibit C.

19. One of the stated objectives of the Qwest Price Cap Plan was to achieve parity
between interstate and intrastate access charges. Is this something that should be
looked at by the Commission in this proceeding?

ALECA RESPONSE: Yes,. ALECA recommends that  i ts member
companies' intrastate access rates be brought into equality with their interstate
rates at an appropriate point in time.

20. Parties who desire that switched access charges be reformed often state that
switched access charges in general, and the CCL rate element in particular,
contain implicit subsidies. Do you agree with this statement? Please provide an
explanation of the rationale for your position, including any computations that
you might have made.

ALECA RESPONSE: Please ref er  to ALECA's
Updated Access Charge Questions Nos. 7 and 8 above.

response to Staf f s

21. Do you believe that the Commission should quantify implicit subsidies:
Al all?
As part of this proceeding?

c. As part ofproceedings that address each carrier individually?

a.

b.

ALECA RESPONSE: Please refer to ALECA's
Updated Access Charge Questions Nos. 7 and 8 above.

response to Staff's

22. If you believe that the Commission should quanty§/ implicit subsidies, what is the
appropriate cost standard to be used to determine whether access charges are
free of implicit subsidies?

ALECA RESPONSE: ALECA believes it is not only unnecessary but also
counterproductive to attempt to quantify implicit subsidies.
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23. What issues do you believe should be addressed in a proceeding to determine
whether and Io what extent intrastate access charges ought to be reformed?

ALECA RESPONSE: The central issue in this proceeding is the
preservation and promotion of basic local exchange service in rural Arizona in
light of the threat that the wide disparity between intrastate and interstate access
rates poses to the revenue streams traditionally relied upon to support that service.

24. Do you believe that there is a lawrence in the costs of providing interstate
switched access service versus intrastate-switched access service? In your
response, please include a descrnotion of how costs are defined in your response
and how those costs relate to costs allocated to the intrastate jurisdiction under
the FCC 's current rules.

ALECA RESPONSE: ALECA's member .companies use the same
facilities they use to provide interstate switched access services when they
provide intrastate access services, therefore, their costs of providing both types of
service per minute of use should be identical under the same circumstances.

25. Should the Commission address CLEC access charges as part of this Docket?

ALECA RESPONSE: ALECA believes the primary focus of this docket
should be preserving and promoting the widespread availability and affordability
of basic local exchange service in rural Arizona. However, ALECA is not
opposed to addressing the CLEC access charges in this Docket, provided doing so
does not detract from the primary focus.

v
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The Case for Arizona Access Charge Reform

By the Arizona Local Exchange Carrier Association

Introduction

In today'sworld, innovation in telecommunications seems commonplace. Every

week there is at least one innovation or product released intended to amaze and dazzle

consumers. Even in the area of telecommunications regulation, changes appear at a

relatively rapid pace. The Telecommunications Act of 1996 ushered in a~ series of

reforms intended to provide and enhance telecommunications services. Since that

watershed Act was passed, more attention than ever has been focused on the charges long

distance carriers pay local exchange carriers. These charges are intended to compensate

local exchange carriers for access to their networks in the origination and or termination

of long distance calls. The concept of access charges seems simple enough -. long

distance uses local carriers' facilities and it is reasonable for long distance carriers to

compensate local carriers for their network use. While simple in concept, the

development of access charges, both for interstate long distance and long distance to and

from customers in Arizona, has a complex history.

The members of ALECA consist of eleven (ll) independent local exchange

carriers (LEC) operating in Arizona,l plus three tribal companies ALECA members

serve small towns and rural areas of Arizona, and all are rural carriers as defined by the

Federal Communications Commission (FCC). All non-tribal ALECA members are

regulated 'by the Arizona Corporation Commission (ACC) for intrastate activities,

including state access charges. The ACC regulated ALECA members serve 187,500

I The members of ALECA include: Accipiter Communications, Arizona Telephone Co., Citizens
Utilities Rural, Copper Valley Telephone, CTC White Mountains, Midvale Telephone Exchange, Inc.,
Navajo Communications Company, South Central Utah Telephone Association, Southwester Arizona
Tel., Table Top Telephone Company, Inc, and Valley Telephone Cooperative, inc..
2 The ALECA tribal members include: Fort Mojave Telephone Company, San Carlos Apache
Telecom Utility, Inc., and Toho ro O'Odham Utility Authority.
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lines throughout their Arizona communities. In contrast to Qwest which serves over

2 450 000 lines in Arizona,3 the ALECA members' financial survival depends on access

charges. Small local exchange carriers generally rely on three revenue streams to

maintain their viability: local service revenues, universal service supports, and interstate

and state access charge revenues. Access charges and universal service represents

significant majority of revenues received by rural carriers. Thus, the necessity of Arizona

access reform for the ALECA members and our customers is paramount. Even though

the ALECA members' customer base is small in comparison to those customers served

by Qwest, the ALECA members' customer base is distinctively rural, sometimes remote,

and hence telecommunications services are even more critical for consumers, businesses

and emergency services. Further because it costs three to four times as much for our

rural customers to place intrastate calls, our customers, who are more likely theed to

place such calls, are disadvantaged.

The business circumstances surrounding state access charges in Arizona compels

immediate reform. Consider for example, the disparity between access charges for

interstate calls versus access charges for Arizona calls. Based on recent 2005 data from

the ALECA members, the average access charge for interstate long distance is $0.0255

per minute of use, compared with the average access charge for Arizona long distance of

$0.ll93 per minute of use. This represents an average $00939 per minute of use

difference in price for these two similar, if not identical services. The price difference

between Arizona and interstate access charges creates an unstable business environment.

The instability is seen Most vividly when carriers who must pay these charges are given

the incentive to seek ways to avoid payment of the Arizona charges. This type of

regulatory arbitrage is not healthy for the industry and fuels the uncertainty ALECA

members must face in today's climate of change. .

I

Consumers of telecommunications typically fail to educate themselves about the

inner workings of telecommunications regulations. Thus when they see the cost to make

a long distance call through one of the ALECA members, compared to the cost to make a

3 Phone Lines 2006, JSI Capital Advisors, LLC, Manchester New Hampshire (2006).
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VoIP call, they are more likely to question their service from their local phone company.

The ALECA members are forced to compete with these service providers and consumers,

driven by price differences, opt for services that are less reliable and often lack critical

emergency services. Thus ALECA members and Arizona's rural telecommunications

consumers are disadvantaged by the state's antiquated access rate levels.

The ALECA members propose a plan that would reform Arizona's switched

access charges. In this white paper, ALECA members seek to explain the immediate

necessity of reform in Arizona state access charges in order to preserve and promote the

availability of telecommunications services throughout the state.

Interstate Access Reform

The Federal Communications Commission (FCC) has taken significant steps to

reform interstate access. .Starting with the larger local exchange carriers (LECs)

regulated under interstate price cap regulation, the FCC adopted a reform plan sponsored

by the Coalition for Affordable Local and Long Distance Service (CALLS).4 The

CALLS plan was described by the FCC as its attempt to "undo the Gordian knot of

determining the appropriate level of interstate access charges and converting implicit

subsidies in interstate access charges into explicit, portable, and sufficient universal

service support."5 Relevant provisions of the CALLS plan are that it increased subscriber

line charge (SLC) caps, reduced switched access charges, removed $650 million of

implicit support contained in access charges and created an explicit universal service

program funded at this same level. In exchange for these reforms that largely benefited

the long distance carriers, these carriers committed to flow through reductions in access

rates to customers over the life of the plan. . -

4 See In the Matter of Access Charge Reform. Price Cap Performance Review for Local Exchange
Carriers, Low-Volume Long-Distance Users, Federal-State Joint Board on Universal Service,Sixth Report
gland Order, Federal Communications Commission, FCC 00-193, May 31, 2000. (CALLS Plan)

Id., at 26,
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In addition to the CALLS plan refonn for price cap carriers, the FCC adopted

reforms for rate of return carriers under the Multi-Association Group (MAG) P1an.6 The

FCC's action adopting portions of the MAG plan were motivated to "bring the American

public benefits of competition and choice by rationalizing the access rate structure and

driving per-minute rates towards

universal service goais."7

caps for rate~of-return carriers, migration of revenues received from the carrier common

line charges to an explicit universal service program and reform of local switching and

transport rate structures tO reflect more their costs basis..

lower, more cost-based levels, while furthering

Relevant features of the MAG Plan include: increased SLC

All told, the FCC's reform of switched interstate access charges has created an

environment whereby interstate access rates are far lower than existing Arizona switched

access charges. As mentioned earlier, currently there is nearly a 10 cent price per minute

differential between interstate access and Arizona access. The reason for this disparity is

due to the fact that the interstate access regime has undergone significant reform in recent

years. These interstate access reforms have Migrated portions of interstate access costs

from per minute of use recovery from the interexchange long distance carriers to

increases in the subscriber line charge and the establishment of and increases to federal

universal service programs. Critically, these changes have been performed on a revenue

neutral basis for rate of return carriers without requiring a rate case, thereby allowing

these carriers to preserve and advance the delivery of telecommunications services to

their customers. ,

Intrastate Access Reforms

6 See In the Matter of Multi-Association Group (MAG) Plan for Regulation of Interstate Services of
Non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, Federal-State Joint Board
on Universal Service, Access Charge Reform for Incumbent Local Exchange Carriers Subject to Rate-of-
Return Regulation, Prescribing the Authorized Rate of Return for Interstate Services of Local Exchange
Carriers, Second Report and Order, Federal Communications Commission, FCC 01-304, November 8,
2001, (MAG Plan)
7 Id., at 1.

r

November 2, 2006 4



9

While actions at the FCC have reformed interstate access, Arizona's access

charge regime remains largely untouched by reform. In many instances the ALECA rate

leve.ls and rate structures were established in the early 1990s. Due to competitive and

regulatory pressures, ALECA members believe it is time for Arizona to ref om its state

switched access charge regime.

Other states around the nation have made similar reforms. New Mexico, for

example, recently reformed its state switched access regime by reducing per minute

charges, reforming its antiquated rate structure and establishing a state universal service

program to permit carriers to recover their costs in a revenue neutral manner. New

Mexico has reformed both its state access rate structure and rate level to mirror interstate

rates. This reduction in state access revenues is recovered through a state universal

service program amounting to approximately $22 million annually. The New Mexico

reform effort is funded by a surcharge on all intrastate retail telecommunlcatrons revenue.

This percentage surcharge is 3.32 percent. The New Mexico reform was a revenue

neutral shift of switched access revenues to the New Mexico universal service program.

Disbursements of the d are portable under certain conditions, for example, a

competitive carrier seeldng disbursement from the New Mexico .ftmd Must provide the

Commission a support level based on its own costs. Other states have performed similar

reform efforts in keeping pace with interstate reform efforts.8

In its examination of reform just alter passage of the Telecommunications Act of

1996, the Federal State Joint Board on Universal Service stated: "the onslaught of

competition in the local market is likely to erode the ability of states to fund universal

service through implicit support mechanisms. States possess the jurisdiction and

responsibility to address the implicit support issues through appropriate rate design and

a States with existing high cost USF programs with a state access reform component include but are
not limited to: New Mexico, Texas, South Carolina, Georgia, Pennsylvania, Idaho, Oregon and
Washington.

\
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'other mechanisms within a state.
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of intrastate funding mechanisms."

States should bear the responsibility for the design

In partial response to market trends, state reforms attempt to harmonize die state

access rate levels and rate structures with the equivalent interstate offering. The FCC

recognizes the need to harmonize interstate and intrastate access regimes. In its Further

Notice of Proposed Rulemaking on intercarier compensation released March 3, 2005, the

FCC established the need to reform intercarrier compensation that is currently governed

by a complex system of mechanisms that distinguish among different types of carriers

and different types of services based on regulatory classifications. The FCC states these

"artificial distinctions distort the telecommunications markets at the expense of healthy

competition."I0

Changes. to the universe of intercarrier compensation mechanisms will take

considerable time and energy. One comprehensive reform proposal now being

considered before the FCC is the Missoula Plan." The prospects of the Missoula Plan

before the FCC are not clear. The ALECA members understand that AT&T, a large

supporter of  the plan, now suggests that federal legislation wi l . l  be necessary to

implement the plan. If true, the Missoula Plan will not be implemented in die foreseeable

future. Other aspects of the Missoula Plan will likely generate considerable debate

leading to further uncertainty about the future of the plan.l2

I

In response to the Montana Public Serv ice CoMmission inquiry into matters

concerning intercarrier compensation, the Montana Telecommunications Association

stated: "the differences in intrastate and interstate access charges can no longer be 1

Federal-State Joint Board on Universal Service,Second Recommended Decision, 13 FCC Rcd
24744 (1998) at 25-26.
10 In the Matter of Developing a Unified lntercarrier Compensation Regime, Federal
Communications Commission,Further Notice of Proposed Rulemaking, FCC 05-33, Mar. 3, 2005, at 15.
i i See Notice of WrittenEx Parte in theMatter of Developing a Unified Intercarrier Compensation
Regime, Federal Communications Commission, National Association of Regulatory Utility
Commissioners, July 24, 2006. The FCC released a Notice for Cqmmenron theMissoula Plan on July 25,
2006, DA 067i5 l0, initial comments are scheduled to be filed 'on October 25, 2006.
in One issue of considerable debate will be the development and Funding of the restructure
mechanism: whether it will be part of the interstate access regime or part of federal universal service.

9
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sustained in a competitive environment, especially where technology has enabled

telephone calls to circumvent access charges altogether" and providing as an example

that "intra-MTA wireless traffic is subject to reciprocal compensation and is responsible

for significant reduction in local exchange carrier intrastate access revenues" and that

"VoIP traffic currently avoids access payments altogether."l3

observation and believes that the pace of market changes necessitates prompt action in

Arizona. Without action over time there will be an increased burden on end-user

customers because end-user customers will bear an increased cost burden, which left

unchecked will likely raise affordability issues in rural areas.

ALECA agrees with this

Recognizing the immediate necessity to reform Arizona access rate levels and rate

structures, the ALECA members have considered all of the information available to them

and propose that Arizona reform intrastate access using a clear and defined timeline not

dependent on the vagaries of potential reform at the Fcc.'4 In this vein, ALECA

proposes Arizona Access Charge Refonn.

Arizona Access Reform

To better outline the mechanics of Arizona access reform for ALECA members,

ALECA has gathered information from its eleven regulated members, These data permit

ALECA to calculate the composite interstate access rate per minute of use and compare

this rate to the equivalent intrastate composite access rate per minute of use. Prior to

examining the specifics of access reform, however, ALECA believes it prudent to

provide some descriptive information regarding the ALECA members.
i

Comments of the Montana Telecommunications Association, Inquiry into Matters Concerning
Iritercarrier Compensation, Utility Division, Docket No. D2004.5.84, Second Notice of Inquiry and Notice
of Public Workshop, Montana Public Service, June 17, 2005.
14 The Missoula Plan as it is now proposed accommodates reform measures implemented by
individual states through a provision labeled the Early Adopter Fund. Thus, immediate reform of Arizona
access may be implemented with less concern about whether Arizona reborn will be preempted by future
federal actions.

13
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As was noted earlier, ALECA members serve approximately 187,500 access lines

in Arizona. The largest ALECA member is Citizens Utilities Rural and the smallest

ALECA member is Accipiter Communications. The median for the ALECA members is

4,522 access lines. Despitethe small size in access lines, the ALECA members serve a

considerable portion of Arizona. All told, the ALECA members can be generally

characterized as rural telephone camlets.

The ALECA members' basic residential monthly service rate is in line with

national average residential rates. Data from the FCC show that in 2004 the

representative monthly charge for residential service was $14.53 per month." The

average charge for residential service for ALECA members is $14.09 per month. These

amounts do not include surcharges or taxes. These data suggest that ALECA members

are currently providing residential service at a rate comparable to the national average

rate for residential service.

With this basic information in mind, we now examine the composite interstate

access rate for a minute of use. To compute this composite average, total interstate

switched access revenues billed by each member was divided by total interstate switched

access minutes originated or terminated by each member during 2005. This method

accounts for the various differences in transport routes and best reflects the rate for which

ALECA members charge for interstate access service.16 As a basis for comparison,the

national average per minute rate for switched access for rate of return carriers is

approximately 550.0170 per minute." The ALECA average interstate composite access

charge is $0.0255 per minute of use. The difference between the ALECA average and

the national average reflects differences in transport costs and the various banding

placements for local switching rates.

is Trends in Telephone Service, Federal Communications Commission, April 2005. (This report is
the most recent report available on the FCC website: www.fcc.gov/wcb/iatd/trends.htlml
16 Any differences in originating and terminating access rates are not captured with this approach
because total switched access revenues is divided by total originating plus total terminating interstate
switched access minutes.
iv The Missoula Plan uses this rate in estimating its recommended reform measures. SeeThe
Missoula Planfor In tercarrier Compensation Reform, Appendix D, page 1 10.
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The average intrastate composite switched access rate for ALECA members is

$0.1193 per minute of use. A larger portion of the difference between $0. 1193 and

390.0255 is due to the significant reforms made by the FCC in recent years and not due to

any differences in cost between providing interstate and intrastate access." A large

portion of the 530.09390 difference in rates represents past public policy decisions to have

intrastate access charges support part the affordability of local exchange service for

residents in Arizona. This nearly 10 cent per minute difference is not sustainable due to a

variety of reasons. Foremost among them is the fact that customers now have options to

avoid.paying the higher Arizona access charges through a variety of means - bypass with

wireless providers and or VoIP providers..

In order to provide immediate Arizona access rate reform, the intrastate composite

rate needs to be at the level of the interstate composite rate. This reduction, if taken in

isolation would cause significant economic hardship on the ALECA members and may

cause the failure of these enterprises. This type of reform can only be successful if

accompanied by a revenue offset which preserves revenue neutrality for rural carriers.

To account for the revenue reductions in intrastate access, ALECA proposes a program

similar to the New Mexico program where there was a revenue neutral shift between

intrastate access and a state universal service program. Based on 2005 data, the amount

of Arizona universal service support required for this shift is approximately $26.6 million

annually. This amount is calculated subtracting each ALECA member's composite

interstate rate from its composite intrastate rate and multiplying the difference by annual

2005 intrastate billed minutes. This amount represents anaverage annual support of

$171 .73 per line, or $14.31 per line per month. Without receiving Arizona universal

service support, the average monthly residential local service rate of $14.09 would double

- possibly causing undue economic hardship on customers, greatly exceed the national

comparable rate, and cause significant rate shock on customers.

The composite interstate rate for NECA member companies has declined over 58 percent fi'om
1998 to 2004. See Table 1.4 Trends in Telephone Service, April 2005 and./uly 1998, Federal
Communications Commission.

la
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Reform needs to reflect the fact that existing funding supports in Arizona

intrastate access need to be made explicit. Rather than undertake a detailed study of these

rates, it is appropriate to mirror the interstate rate levels and `rate structure, combined with

a revenue neutral state universal service program designed to recover these lost revenues.

Currently Arizona has a modest universal service program that disburses funds to

Frontier White Mountains - a very sparsely populated rural area of the state. The

Arizona Universal Service Fund (AUSF) uses a three-part mechanism for funding which

include: a per access line charge, a per interconnecting trunk charge (Category One) and

a percentage of intrastate toll revenue (Category Two). These three mechanisms are

designed to capture a large base of support for AUSF purposes. The contribution factors

for these three mechanisms are: $().007651 per line per month, $0.076513 per trunk per

month and 0.2856 percent of intrastate toll revenues.

Based on the same relationship of the current iimding mechanisrns,19 ALECA has

estimated what the contribution factorswould be to fully fund intrastate access reform

with a revenue neutral shift of revenues from intrastate switched access revenue to an

AUSF access reform program." The total amount of funding required for current AUSF

and added ALECA access reform is estimated to be $27,364,650 annually. One half of

this support comes from Category l contributions, Theper line rate would increase to

$02720 per line per month and the trunk rate would increase to $2.72 per trunk per

month. (This estimate is based on reported 2006 lines and a constant relationship

between revenues derived from lines and those derived from trunk charges.) The other

half of the AUSF funding Will continue to come from Category 2 contributions. The

iNtrastate toll revenue factor would be 10. 16 percent. While the category 2 factor is

relatively large, the contributing carriers would be the same carriers. seeing a $26.6

million reduction in intrastate access charges paid to ALECA members. In total, the

category 2 Carriers should be able to reduce their toll charges to reflect a $13.3 million

reduction in toll charges and still be held harmless with this new contribution factor.

At the time of distribution of this paper, the underlying data to calculate these factors have been
requested of Staff by ALECA but not received. When actual data becomes available these estimates will
be updated as necessary..
to While other funding for access reform exist, e.g., New Mexico uses a percentage of all 'intrastate
revenues, this paper only examines the existing mechanisms used for AUSF funding.

19
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Summary

Reform for Arizona's intrastate access charge regime is needed. The current

regime lends itself to arbitrage due to its wide variance with identical interstate services.

Arizona has a universal service program in place that can be used as a vehicle for

intrastate access reform. Similar reform efforts have been taken in other states. Arizona

regulators have the ability to effectuate this reform without federal intervention. In the

event that federal intervention were to change regimes in the future with the adoption of

the Missoula Plan, it is likely the efforts of;rizona would be accommodated within the

federal changes.

Intrastate access refonn is necessary and immediate reform can occur within the

existing AUSF framework.. Intrastate access reform will create a more stable

environment whereby ALECA members can preserve and promote telecommunications

services throughout their service territory and continue to bring the marvels of

telecommunications to the citizens of Arizona. Moreover, intrastate access rate reform

serves the public interest and promotes an equitable regulatory regime.

I
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Service

General provisions .

to govern the relationship between the fund and the

R746. Public Service Commission, Administration.
R746-360 . Universal Public Telecommunications Support
Fund .
R746-360-1.

A. Authorization -~ Section 54-8b-15 authorizes the
Commission to establish an expendable trust fund, known as the
Universal Public Telecommunications Service Support Fund, the
"universal service fund, " "USF" or the "fund, " to promote
equitable cost recovery and universal service by ensuring that
customers have access to basic telecommunications service at just,
reasonable and affordable rates, consistent with the
Telecommunications Act of 1996.

B. Purpose -- The purposes of these rules are:
1. to govern the methods, practices and procedures by which:
a. the USF is created, maintained, and funded by end-user

surcharges applied to retail rates; .
b. funds are collected for and disbursed from the USF to

qualifying telecommunications corporations so that they will
provide basic telecommunications service at just, reasonable and
affordable rates; and,

2. trust
fund established~ under 54-8b-12, and establish. the mechanism for
the phase-out and expiration of the latter fund.

c.
providers that intrastate public telecommunications
services. .

Application of the Rules -- The rules apply to all retail
provide

R746-360-2 . Definitions .
A. Affordable Base Rate (ABR) means the monthly per line

retail rates, charges or fees for basic telecommunications service
which the Commission determines So be just, reasonable, and
affordable for a area. The Affordable Base
Rate shall be established by the Commission. The Affordable Base
Rate does _ not include the applicable USF retail surcharge,
municipal franchise fees, taxes, and other incidental surcharges.

B. Average Revenue Per Line -~ means the average revenue for
each access line computed. by dividing the sum of all revenue
derived from a telecommunications corporation' s provision of
public telecommunications services, including, but not limited to,
revenues received from the provision. of services in both the
interstate and intrastate jurisdictions, whether designated
"retail, " "wholesale, " or some other categorization, all revenues
derived from providing network elements, services,
functionalities, etc, . required under the Federal
Telecommunications Act of 1996, pub. L. 104-104,110 Stat.56 or the
Utah 'Telecommunications Reforvm Act, Laws of Utah 1995, chapter
269, all support funds received from the Federal Universal Service
Support Fund, and each and every other revenue source or support
or funding mechanism used to assist in recovering the costs of
providing public telecommunications services in a designated
support area by that telecommunications corporation' s number of
access lines in the designated support area.

designated support
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access tO operator services;

c. Basic Telecommunications Service -- means a local
exchange service consisting of access to the public switched
network; touch-tone, or its functional equivalent; local flat-
rated, unlimited usage, exclusive of extended area service;
single-party service . with telephone number listed free in
directories that are received free; .
access to directory assistance, lifeline and telephone relay
assistance; access to 911 and E911 emergency services; access to
long-distance carriers; access to toll limitation services; and
other services as may be determined by the Commission.

D. Designated Support Area ~- means the geographic area used
to determine USF support distributions. A, designated support
area, or "support area, " need not be the same as a USF' proxy
model ' s geographic unit, The Commission will determine the

. for determining USF support
requirements . Unless otherwise specified by the Commission, the
designated support area for a rate-of-return regulated Incumbent
telephone. corporation shall be its entire certificated. service
territory located in .the State of Utah. .

E Facilities~Based Provider -- means a telecommunications
corporation that uses ,its own f abilities, a combination of its own
f abilities and essential facilities or unbundled network elements
obtained from another telecommunications corporation, or a
telecommunications corporation which. solely 'uses essential
f facilities or unbundled network elements obtained. frcmx another
telecommunications . corporation to provide public
telecommunications services. .

F. Geographic Unit -- means the geographic area used by a
USF proxy cost model. for calculating costs of public
telecommunications services . The Commission will determine the
appropriate geographic area to be used in determining public
telecommunications Service costs.

G. Net Fund Distributions -~ means the difference between
the . gross fund distribution to which a qualifying
telecommunications corporation is entitled and the gross fund
surcharge revenues collected. bY that company, when the former
amount is greater than the latter amount.

H, Net Fund Contributions ~- means the difference between
the gross fund distribution to which a qualifying
telecommunications corporation is entitled and the gross fund
surcharge revenues generated by that company, when the latter
amount is greater than the former amount.
. I. Trust Fund means the Trust Fund established by 54-8b-
12.

J. USF Proxy Model Costs means the total,
jurisdictionally unseparated, cost estimate for public
telecommunications services, in a geographic unit, based on the
forward-looking, economic cost proxy model (s) chosen by the
Commission. The level of geographic cost disaggregation to be used
for purposes of assessing the need for and the level of USF
support within a geographic unit will be determined by the
Commission. These models shall be provided by the Commission by

appropriate designated support areas
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1
January 2, 2001. .

K. Universal Service Fund (USF or fund)
Universal Public . Telecommunications Service
established by 54-8b-15 and set: forth by this rule.

-~ means the
Support Fund

I

I

l

provider

f

r

R746-360-3. Duties of Administrator.
A. Selection of Administrator -~ The Division. of Public

Utilities will be the fund administrator. If the Division is
unable to fulfill that responsibility, the administrator, who must
be a neutral third party, unaffiliated with any fund participant,
shall be selected by the Commission.

B. Cost of .Administration -- The cost of administration
shall be borne by the fund; .unless administered by a state agency.

c. Access to Books -- Upon reasonable notice, the
administrator shall have access to the books of account of all
telecommunications corporations and retail providers, which shall
be used to verify the intrastate retail revenue assessed in an
end-user surcharge, to confirm the level of eligibility for USF
support and to ensure compliance with this rule.

D. Maintenance of Records -~ The administrator shall
maintain the records necessary for the operation of the USF and
this rule. .

E. Report Forms *T The administrator shall develop report
forms to be used. :by teleccmmunnications corporations and retail
providers to effectuate the provisions of this rule and the USF.
An officer of the telecommunications corporation or retail

. shall attest to and sign the reports to the
administrator.

F. Administrator Reports -- The administrator shall file
reports with the Commission containing information 'on the average
revenue per line calculations, projections of future USF needs,
analyses of the end-user surcharges and Affordable Base Rates, and
recommendations for calculating them for the following l2-month
period. The report shall include recommendations for changes in
determining basic telecommunications service, designated support
areas, geographic units, USF proxy cost models and ways to improve
fund collections and distributions.

G. Periodic Review The administrator, under the direction
of the Commission, shall perform a periodic review of fund
recipients to verify eligibility for future Support and to verify
compliance with all applicable state and federal laws and
regulating

H. proprietary Information -- Information received by the
administrator which has been determined by the Commission to be
proprietary shall be treated in conformance with Commission
practices.

I. Information Requested . -- Information requested .by the
administrator which is required to assure a complete review shall
be provided within 45 days of the request . Failure to provide
information within , the allotted time period may be a basis for
withdrawal of future support from the USF or other lawful
penalties to be applied.
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R746~360-4. Application of Fund Surcharges to Customer Billings.
» A. Commencement of Surcharge Assessments -- Commencing June

1, 1998, end-user surcharges shall be the source of revenues to
support the fund. surcharges will be applied to intrastate retail
rates, and shall not. apply to wholesale services.

B. SurCharge Based on a Uniform Percentage. of Retail Rates -
- The retail surcharge shall be a uniform percentage rate,
determined and reviewed annually by the Commission and billed and
collected by all retail providers. .

c. Surcharge -- The surcharge to be assessed shall equal 0.5
percent of billed intrastate retail rates. .

R746-360-5. Fund Remittances and Disbursements.
A. Remitting Surcharge Revenues -~
1. Telecommunications corporations, not eligible for USF

support funds, providing telecommunications services subject to
USF surcharges shall collect and remit surcharge revenues to the
Commission within 45 days after the end of each month.

2 . .Telecommunications corporations eligible for USF support
funds shall make remittances as follows:
. a, prior .to the end of each month, the fund administrator

shall inform each qualifying telecommunications corporation of the
estimated amount of support that it will be eligible to receive
from the USF for that month.

b. Net fund contributions shall be remitted to the Commission
within 45 calendar days after the end of each month, If the net
amount owed. is not received. by that date, remedies, including
withholding future support from the USF, may apply.

3 . The Commission will forward remitted revenues to the Utah
State Treasurer's Office for deposit in a USF account.

B. Distribution of Funds -- Net Fund distributions to
qualifying telecommunications corporations for a given month shall
be made 60 days after the end of that month, unless withheld for
failure to maintain qualification or failure to' comply with
Commission orders or rules.

R746-360-6. E l i g ib i l i t y  f o r  Fund  D i s t r ibu t ions  I
A. Qua l i f i c a t i on  - -
1. To qua l i f y to rece ive USF support funds, a

telecommunications corporat ion sha l l be designated an " e l i g i b l e
telecommunications carrier, " pursuant to 47 U.S.C. Section 214(e.) ,
and shall be in compliance with Commission orders -and rules . Each
telecommunications corporat ion rece iv ing support s h a l l use that
support  only  to prov ide basic te lecommunicat ions serv ice and any
other services or purposes approved by the Commission.

2 . Add i t iona l  qua l i f i ca t ion cr i te r ia  for  Incumbent  te lephone
corpora t ions  . -  In  add i t i on  t o  t he  qua l i f i ca t i on  c r i t e r i a  o f  R746 -
360-6A.1., .

a . Non-rate-of-return Incumbent telephone corporations,
except Incumbent telephone corporations subject to pricing
flexibi l i ty pursuant to 54-8b-2.3 shall make Commission approved,
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aggregate rate reductions for public telecommunications services,
provided in the State of Utah, equal to each incremental increase
in USF distribution amounts received after December 1, 1999.

b. Rate-of-return Incumbent telephone corporations shal l
complete a Commission review of their revenue requirement and
public telecommunications services' rate structure prior to any
change in their USF distribution which di ffers from a prior USF
distribution, beginning with the USF distribution for December,
1999.

B. Rate Cei l ing . To be el igible, a telecommunications
corporation 'may not charge reta i l rates i n excess of the
CommissioN determined Affordable Base Rates for basic
telecommunications service or vary from the terms and conditions
determined by the Commission for other telecommunications services
for which it receives Universal Service Fund support .

c. Lifeline Requirement -~ A telecommunications corporation
may qualify to receive distributions from the fund only i f i t
offers Lifeline service' on terms and conditions prescribed by the
Commission .

D. Exclusion of Resale Providers ~- Only
providers, w i l l be el ig ible to receive support
Where service i s provided through one
corporation's resale of another telecommunications
service, support may be received by the latter only.

telephone

support

faci l ities-based
from the fund.

telecommunications
corporation's

R746-.360-7. C a l c u l a t i o n o f Fund D i s t r i b u t i o n s i n Non - ra t e -o f -
Return Regulated Incumbent Telephone Corporation Territories.

A. Use of Proxy Cost Models -- The USF proxy cost model(s)
selected by the Commission and average revenue per line will be
used to determine fund distributions within designated support
areas.

B. Use of USF Funds --Telecommunications corporations shall
use USF funds to support each primary residential l ine in active
service which it furnishes in each designated area.

c. Determination of Support Amounts --
1. Incumbent telephone corporation - Monies from the fund

will equal the numerical difference between USF proxy model cost
estimates of costs to provide residential Basic Telecommunications
Service in the designated support area and the product of the
Incumbent telephone corporation' s Average Revenue per line, for
the designated support area, times the number of Incumbent
telephone corporation's active residential access l ines in the
designated support area. .

2 . Telecommunications corporations other than Incumbent
corporations - Monies from the fund wi l l equal the

Incumbent telephone corporation' s average residential access line
amount for the respective designated support area,

determined by dividing the Incumbent telephone corporation' s USF
monies for the designated support area by the Incumbent telephone
corporation's active residential access
support area, times
number of active residential access lines.

. . l ines in the designated
the eligible telecommunications corporation' S
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additional for
support additional services which the

with service

D. Lifeline Support -- Eligible . telecommunications
corporations shall receive additional USF funds to recover' any
discount granted to lifeline customers, par ticipating in a
Commission approved Lifeline program, that is not recovered from
federal lifeline support mechanisms.

E. Exemptions -- Telecommunications . corporations may
petition to receive an exemption for any provision of this rule or
to receive USF support, use in designated support
areas, to Commission
determines to be consistent universal purposes and
permitted by law.

for
support additional services which the

with service

R746-360-9. One-Time Distributions From the Fund.
A. Applications for One-Time Distributions --

Telecommunications corporations, whether they are or are not
receiving USF funds. Under R746-360-7 or R746-360~8, potential
customers not presently receiving service because f facilities are
not available, or customers receiving inadequate service may apply
to the Commission for one-time distributions from the fund for
extension of Service to a customer, Or customers, not presently

R746-360-8 . Calculation of Find Distributions in Rate-of-Return
Incumbent Telephone Corporation Territories.

. A. Determination of Support Amounts --
1, Incumbent telephone corporation - Monies from the fund

will equal the numerical difference. between the Incumbent
telephone corporation' S total embedded costs of providing public
telecommunications services, for a designated support area, less
the product of the Incumbent telephone corporation's Average
Revenue Per Line, for the designated support area, times the
Incumbent telephone corporation' s active access lines in the
designated support area.

2. Telecommunications corporations other than Incumbent
telephone corporations Monies from the fund will equal the
respective Incumbent telephone corporation' s average access line
support. amount for the designated support area, determined( by
dividing the Incumbent telephone corporation' s USF monies for the
designated support area by the Incumbent telephone corporation'S
active access lines in the designated. support area, times the
eligible telecommunications corporation' s number of active access
lines in the designated , support area. ,

B. Lifeline Support -- Eligible telecommunications
corporations shall receive additional USF funds to recover any
discount granted to lifeline customers, participating in a
Commission-approved Lifeline program, that is not recovered from
federal lifeline support Mechanisms.

c. Exemptions -- Telecommunications corporations may
petition to receive an exemption for any provision of this rule or
to receive additional USF support, use in designated support
areas, to Commission
determines to be consistent universal purposes and
permitted by law.

1
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when

vacation

served or for amelioration of inadequate service.
1 . These distributions are to be made only in extraordinary

circumstances, when traditional methods of funding and service
provision are infeasible.

2. One-time distributions will not be made for:
a. New subdivision developments;
b. Property improvements, such as cable placement,

associated with curb and gutter installations; or
c. seasonal developments that are exclusively

homes,
i . Vacation home is defined as; A secondary residence which

is primarily used for recreation and is unoccupied for a period of
four consecutive weeks per year. . , .

3.
with the Commission by an individual
desiring telephone service .
telecommunications corporation on
Division Publ i c  Ut i l i t i es , or
request action. application shal l
service(s) sought, the area to be served and the
enti ties that be served i f the one-time
approved.

, 4 .

An application for a one~time distribution may be filed
or group of consumers

or improved service, a
behalf of those consumers, the

of any entity permitted by law to
agency An identify the

individuals or
wi l l distribution i s

grade

In considering the one-time distribution application, the
and

providing the
whether the

service territory of a telecommunications
primary

the provisions for service or line extension currently
whether the

Following the application's filing, affected
telecommunications corporations shall . provide engineering,
f facilities, costs, and any other pertinent information that will
assist in the Commission' s consideration of the application.

5.
Commission will examine relevant f acts including the 'type

of service to be provided, the cost of
service, the demonstrated need for the service,
customer is within the
corporation, whether the proposed service is for a
residence,
available, and other relevant f actors to. determine
one~time distribution is in the public interest.

B. Presumed Reasonable Amounts and Terms
ordered by the Commission,
be no more than $10, 000 per customer for customers of
return regulated companies. For customers of non-rate
companies, the maximum one-time distribution shall be
so that the required customer payments would equal the
required from a customer of a rate-of-return regulated
The Commission will presume a company' s service or line
terms and conditions reasonable, for a subscriber in
with one-time universal service fund distribution requests, if
costs of service extension, for each extension, are recovered
follows:

-» Unless otherwise
the maximum one-time. distribution will

rate-of-
of return
calculated
payments
company.
extension

connection
the
as

For rate-of-return regulated Local Exchange Carriers who
request USF One-Time Distribution support for f facility placement z
The first $2,500 of cost coverage per account is provided by the

company; and for cost amounts exceeding S2, 500 per account up to
two times the statewide average loop investment per account for
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rate-of-return regulated telecommunication companies,
determined annually by the Division of Public Utilities,
company will pay 50 percent of the costs of the project.

2 . For non-rate-of-return Local Exchange Carriers who
request USF One-Time Distribution support for f ability placement
the first $2, 500 of cost coverage per account is provided by the
company; and all other costs are shared between the customer and
the fund as provided herein. .

3. For projects that exceed $2,500 per account, but are
equal to or less than $10,000 per account, the customer shall pay
25 percent of the costs that exceed $2,500. For projects that
exceed $10,000 per account, but are equal to or less than $20,000
per account, the customer shall pay 50 percent of the costs that
are greater than $10, 000 plus the previously calculated amount.
For projects exceeding $20, 000 per account the customer shall pay
75. percent of the cost above $20,000 until the State universal
Service Support Fund has paid the maximum amount as provided
herein, any project costs above that , level will be paid for 100
percent by the customer.

' 4 . The State Universal Service Support Fund shall pay the
difference .between the sum of the defined company .contributions
plus customer contribution amounts and the total project cost up
to the maximum amount provided herein.

5 . Other terms and conditions for service extension Shall be
reviewed by the CoMmission in its consideration of an application
and may be altered by the Commission in order to approve the use
of universal , service funds through the requested one-time
distribution.

c. Combination of One-Time . Distribution Funds with
Additional Customer Funds and Future customer payment Recovery

1. At least 51 percent. of the potential customers must be
full-time residents in the geographic area being petitioned for
and must be willing to pay the initial up~front contribution to
the project as calculated by the Commission or its agent.

2 . Qualified customers in the area shall be notified by the
telecommunications corporation of the nature and extent of the
proposed service extension including , the .necessary customer
contribution amounts to participate in the project.. Customer
contribution payments shall be made prior to the start of
construction. In addition to qualified customers, the Local
Exchange Company needs to make a good f with effort to contact all
known property owners within the geographic boundaries of the
proposed project and invite them to participate on the same terms
as the qualified customers. Local Exchange Companies may' ask
potential customers to help in the process of contacting other
potential customers.

3 . New developments and empty lots will not be considered in
the cost analysis for USF construction projects unless the
property owner is willing to pay the per account costs for each
lot as specified in this rule.

4 . Potential customers who are notified and initially
decline participation in the line extension project, but

as
the
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subsequently decide to participate, prior to completion of the
project, may participate in the project if they make a customer
contribution payment, prior to completion of the project, of 105
percent of the original customer contribution amount.

5 . For a Period of five years following completion of a
project, new customers who seek telecommunications service in the
project area, shall pay a customer contribution payment equal to
110 percent of the amount paid by the original customers in the
project. ,

6. The telecommunications corporation shall ensure that all
customer contribution payments required by R746-360-9(C) (3), (4),
and (5) are collected. Funds received these
shall be sent to the universal service fund administrator. The
company is responsible for .tracking and notification to the
Commission when the USF has been fully compensated. All monies
will be collected and reported by the end of each calendar year,
December 31st. .

7. For each customer added during the five-year* period
following project completion, the telecommunications corporation
and new customers shall bear the costs to extend service pursuant
to the company's service or .line extension terms and conditions,
up to: the telecommunications corporation' s original contribution
per customer for the project and the customer contributions
required by this rule . The company may petition the Commission
for ea determinatrxi of the recovery from the universal service
fund and the new customer for costs which exceed this amount.

D. Impact of Distribution on Rate of Return Companies -~ A
one-time distribution from the fund shall be recorded on the books
of a rate base, rate Of return regulated LEC as an aid to
construction and treated as an offset to rate base.

E. Notice and Hearing -- Following notice that a one-time
distribution application has been filed, any interested person may
request a hearing or seek to intervene to protect his interests.

F. Bidding for Unserved Areas -~ If only one
telecommunications corporation is . involved in the one-time
distribution request, the distribution will be provided based on
the reasonable and prudent actual or estimated costs of that
company. If additional telecommunications corporations are
involved, the distribution will be determined on the basis of a
competitive bid. The estimated amount of the one-time
distribution. will be considered in evaluating each. bid. Fund
distributions in that area will be based on the winning bid.

through payments

R746-360-10 I
Rates. .

The uniform surcharge -shall be adjusted periodically to
minimize the difference between amounts received by the fund and
amounts disbursed. .

Altering the USF Charges and the End-User Surcharge

R746-360-11. Support for Schools, Libraries,
Facilities. Calculation of Fund Distributions .

The Universal Service Fund rules for schools, libraries and

and Health Care
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health care providers,
Commission
424 - 749,
through 54.623
prescribed USF method
shal l be
universal

in Docket 96-45,
of Order issued May

inclusive,
that shal l

l imited to funds made
service fund program.

as prescribed by the Federal Communications
97-157..Sections X and XI,

8, 1996, and CFR Sections
incorporated by this reference,

be employed in Utah.
available through the

paragraphs
54 .500
is the

Funding
federal

KEY: public uti l ities, telecommunications, universal service
Date of Enactment or Last Substantive Amendment: August 1, 2006
Notice of Continuation: November 25, 2003
Authorizing, and ImpleMented or Interpreted Law: 54-4-1;
54-7-25; 54-7-26; 54-8b-12: 54-8b-15

54-3-1 ;
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TITLE 17
CHAPTER 1 l
PART 10

PUBLIC UTILITIES AND UTILITY SERVICES
TELECOMMUNICATIONS
STATE RURAL UNWERSAL SERVICE FUND

17.11.10.1 ISSUING AGENCY: New Mexico Public Regulation Commission, Utility Division.
[17.11.10.1 NMAC - Rp, l7 NMAC 13.10.1, ll/30/05]

17.11.10.2 SCOPE: This rule applies to all entities that provide intrastate retail public telecommunication
services and comparable retail adtemative services in New Mexico.
[l7.l l .10.2 NMAC .. Rp, 17 NMAC 13.102, ll/30/05]

17.11.10.3 STATUTORY AUTHORITY: Sections 8-8-4 and 63-9H-6 NMSA 1978.
[17.11.10.3 NMAC - RP. 17NMAC 13.10.3, l l l30/05]

17.11.10.4 DURAT ION: Permanent.
[17.1 1.10.4 NMAC . Rp, 17 NMAC 13.10.4, Il/30/05]

17.11.10.5 EFFECT IVE DAT E: November 30, 2005, except where a later date is cited widlin a section.
[ l7 . l1 . l0 .5 NMAC inRp, l7NMAC 13.10,5, l l /30/05]

17.11.10.6 OBJECTIVE: The purpose of this rule is to provide procedures for administering and
implementing the New Mexico state rural universal service viand (fund), including the implementation of a specific,
predictable and sufficient support mechanism that reduces intrastate switched access charges to interstate switched
access charge levels in a revenue-neutral manner and ensures universal service in the state.
[l7.l 1.10.6 NMAC - Rp, 17 NMAC 13.10.6, 11/30/05]

17.11.10.7 DEFINIT IONS: In addition to the definitions contained in Section 63-9H-3 NMSA 1978, as
used in this rule:

`A . "access line" means the connection of the end-user customer to the public switched network, and
is not limited to wireline or any other technology,

B. "administrator" means the person designated by the commission to administer the fund;
C . "basic local exchange rate" means an incumbent local exchange carriers tariHled, monthly, flat

single-line rate charged to its retail customers for the provision of local exchange service, .
. D. "carrier" means an entity that provides intrastate retail public telecommunications services or

comparable retail alternative services in New Mexico; ,
E . "commercial mobile radio service (CMRS)" Means a designation by the federal

communications commission for any carrier or licensee whose wireless network is connected to the public switched
telephone network or is operated for profit,

F. "commission" means the New Mexico public regulation commission,
G. "contributing company" means any carrier that provides intrastate retail public

telecommunications services or comparable retail alternative services in.New Mexico,
H. "eligible telecommunications carrier (ETC)" means an entity with New Mexico operations that

provides retail telecommunications services that has been designated by the commission as eligible to receive
disbursements from the fund or from the federal universal service bird,

I . "exempt customer" means an end-user oftelecommunications service that iS the state of New
Mexico, a county, a municipality or other governmental entity; a public school district, a public institution of higher
education, an Indian nation, tribe, or pueblo, a private telecommunications network, or a person eligible to receive
reduced rates under a low-income telephone assistance plan Created by the federal government or the state of New
Mexico,

J. "fund" means the state of New Mexico universal service fund established pursuant to, Section 63-
9H-6 NMSA 1978 and this rule;

K . "historical access rate" means the composite per-minute intrastate switched access charge in
effect for a carrier as of July i, 2005,

L . "historical collection factor" means the ratio, for calendar year 2004, of intrastate switched
access charge revenue collected by a carrier to its gross charges for intrastate switched access, except that the
historical collection factor may not exceed 1.0,

17.11.10 nmAc
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M. "imputed benchmark revenue" means the difference between the affordability benchmark rates
established by the commission pursuant to this rule and the carrier's basic local exchange residential and business
rates in effect as of July 1, 2005, multiplied by the number of basic local exchange residential and business lines
served by the carrier as of December 31, 2004, imputed benchmark revenue shall not be less than zero,

N . "interexchange carrier (INC)" means an entity that provides intrastate toll services in New
Mexico,

O . "intrastate retai l telecommunications revenue" means the revenue collected from the sale of
intrastate telecommunications services to end users, for voice over internet protocol (VOIP) and similar services, the
portion of total retail revenues attributable to intrastate retail telecommunications shall be equal to the proportion of
calls originating and temiinating in New Mexico to all calls originating in New Mexico;

P. "intrastate retail telecommunications services" means services including, but not limited to, all
types of local exchange service, non-basic, vertical or discretionary services, also known as advanced features, or
premium services, such as, but not limited to, call waiting, call forwarding, and caller ID, listing services, directory
assistance services, cellular telephone and paging services; commercial mobile radio services; personal
communications services (PCS), both optional and non-optional operator services, wide area telecommunications
services (WATS) and WATS-like services, toll-free services; 900 services and other informational services,
message telephone services (MTS or toll, CENTREX, Centron and centro-like services, video conferencing arid
teleconferencing services; the resale of intrastate telecommunications services, payphone services; services that
provide telecommunications through a New Mexico telephone number using voice over internet protocol (VOIP) or
comparable technologies, any services regulated by the commission, and such other services as the commission may
bOrder designate firm time to time as equivalent or similar to the services listed above, without regard to the
technology used to deliver such services,

Q . "intrastate switched access charge" means a charge levied by a carrier for the availability and
use of its facilities for origination and termination of intrastate interexchange calls as contained in tariffs approved
by the commission, *

R . " local exchange carrier (LEC)" means an entity that provides local exchange service in New
Mexico;

S. "New Mexico operations" means intrastate retail public telecommunications services and
comparable retail alterative services provided in New Mexico;

T .
that provides the ability to receive calls from the public switched telephone network, and is within an area code
designated to New Mexico or is a non-geographic numbering plan area (NPA) (e.g. 900) number associated with a
New Mexico physical address,

U. "rural area" means a local exchange carrier's study area that (1) does not include either: (a) any '.
incorporated place of 10,000 inhabitants or more, or any part thereotl based on the most recently available
population statistics of the bureau ofthe.census, or (b) any territory, incorporated or unincorporated, included in an
urbanized area as defined by the bureau of census; (2) provides telephone exchange service, including exchange
access, to fewer than 50,000 access lines, (3) provides telephone exchange service to any lo.cal exchange carrier
study area with fewer than 100,000 access lines, or (4) has less than 15 percent of its access lines in communities of
more than 50,000;

V . "service area" means a geographic area established by the commission in accordance with
Section 2l4(e)(5) of the federal act (47 U.S.C. Section 214(€)(5)).
[l7.ll.l0.7 NMAC - Rp, 17 NMAC 13.10.7, ll/30/05; A/E, 12/28/05]

"New Mexico telephone number" means a North American numbering plan (NANP) number

17.11.10.8 REDUCTION OF INTRASTATE SWITCHED ACCESS CHARGES:
A. Effective April 1, 2006, a local exchange carrier's intrastate switched access charges may not

exceed its historical access rate, less one~third of the difference between its historical access rate and the composite
interstate switched access rate based on rates approved by the federal communications commission as of January 1,
2006.

B. Effective January l, 2007, a local exchange carrier's intrastate switched access charges may not
exceed its historical access rate, less two-thirds of the difference between its historical access rate and the composite
interstate switched access rate based on rates approved by the federal communications commission as of January l,
2006.

C . Effective January I, 2008, a local exchange Carrier's intrastate switched access charges may not
exceed the interstate switched access rates approved by the federal communications commission as of January l,
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2006, and its intrastate switched access elements and structure shall conform to the interstate switched access
elements and structure approved by the federal communications commission.

D . A local exchange carrier may reduce its intrastate switched access charges to interstate levels and
may adjust its intrastate elements and structure to conform to interstate elements and structure more rapidly than the
minimum adjustments required by this section,

E. Prior to January 6, 2006, each local exchange carrier shall submit to the administrator and the
commission the schedule of its intrastate access charge rate reductions in conformity with this rule and shall submit
to the commission proposed tariff revisions reflecting the schedule of rate reductions and other changes necessary to
assure that, upon completion of the reductions, all tariffed intrastate switched access charge elements and structure
will match the tariffed interstate switched access charge elements and structure for that carrier as of January 1, 2006.

F. With respect to any local exchange carrier that opts to phase in its intrastate access charge rate
reductions in conformity with the requirements of this section, any increase in its local residential and local business
exchange rates toward the affordability benchmark rates and the carrier's imputed benchmark revenue shall be
phased in on the same schedule as, and proportionately to, its intrastate access charge reductions.

G . The commission, on its own motion or on the motion of a.party or the administrator, may order the
revision of a local exchange carrier's intrastate access charge rate reduction schedule.

H . Each local exchange carrier must advise the commission in writing of the method or combination
of methods that it elects and the timing of its revenue neutral recovery On or before January 6, 2006 and shall also so
advise the administrator within a reasonable time following commencement of the administrator's duties, each
carrier adjusting a local exchange rate pursuant to this ruleshall timely file a revised tariff with the commission.

I . On or after May 1, 2008, the commission may, upon motion of a carrier or the administrator, Or
upon the commission's own motion, authorize further intrastate switched access charge reductions for a carrier to
correspond to any changes in that carrier's tariffed interstate switched access service charge rates, elements or
structure subsequent to January 1, 2006.
[17.11.10.8 NMAC n, 11/30/05, A/E, i2r18/05]

17.11.10.9 AFFORDABILIT Y  BENCHM ARK RAT ES: .
A. The following residential and business rates are established as initial affordability benchmark rates

to be utilized in determining the level of support available from the fund:
(1) the initial residential benchmark rate shall be equal to Qwest's basic residential exchange rate

alter Qwest's basic residential and business local exchange rates have been increased to compensate Qwest for its
revenue loss resulting from the intrastate switched access charge reductions required bythis rule and the increases
applied to Qwest's residential and business rates in an equal per line amount, the rate used to determine the
residential benchmark shall be the Hat rated residential basic local exchange rate, excluding any extended area
service (EAS) rates, vertical services, toll or other additional features or services,

(2) the initial business benchmark rate shall be carrier-specific and shall 'be equal to the existing
business basic exchange rate of each local exchange carrier plus the difference between Qwest's existing basic
business basic exchange rate and Qwest's basic business basic exchange rate after Qwest's rates are increased to
compensate Qwest for its revenue loss resulting from the intrastate switched access charge reductions required by
this rule and the increases are applied to Qwest's business and residential lines in an equal per line amount, the rate
used to determine the business benchmark rate shall be the flat rated local one-party business exchange rate,
excluding EAS rates, vertical services, toll or other additional features or services; if a carrier's tariffed business rate
at the time of the effective date of this rule exceeds the Qwest business rate otter the increases provided above, the
carrier's initial business benchmark rate shall be its tariffed business rate on that date.

(3) each Qwest residential and business line that provides the customer with a New Mexico telephone
number, including lines delivered through tariffs other than the basic local exchangeservice tarilTs, shall be counted
for the purposes of calculating the per line amount of revenue required to offset Qwest's loss of switched access
charge revenue.

B. The commission may conduct a proceeding to establish new affordability benchmark rates not less
than every three years. ' .

C. With respect to any local exchange carrier that chooses to phase in its decrease of intrastate access
charges incrementally as permitted by 17.1 l .10.8 NMAC, rather than implementing the full reduction of intrastate
access charges tO interstate levels immediately on April 1, 2006, the imputed benchmark revenue attributable to that
carrier shall be phased in at the same times, and proportionately to, the reductions in intrastate access charges.

D. Each local exchange carrier that is an ETC reducing intrastate switchedaccess charges pursuant to
this rule may offset such reductions on a revenue neutral basis, if it is in compliance with its contribution

17.1 I .10 NMAC
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requirements under this rule, by (1) adjusting its residential and business basic local. exchange rates up to levels not
exceeding the affordability benchmark rates determined by the commission, or (2) obtaining support from the fund
for the difference between the affordability benchmark rates and the residential and business basic local exchange
rates that would be needed to accomplish revenue neutral offsets, or (3) a combination of the two methods stated
herein.
[17.11.10.9 NMAC .. n, 11/30/05, A/E, 12/28/05]

17.11.10.10 SELECTION OF ADM INISTRATOR: The commission will designate a third-party
administrator who will be subject to the supervision and control of the commission for a four-year term. The
administrator shall perform services under the terms of a written contract to be entered into between the Commission
and the administrator. The commission shall procure the services of a subsequent administrator before the
expiration of the term of each such contract, or in the event of early termination of such contract, as soon as
practicable before or amer the early termination.

A . Criteria for selection: the commission will issue a request for proposals to select the
administrator, the commission shall Consider whether the bidder has demonstrated the competence needed to
administer the fund and the rate of compensation proposed, the commission shall also consider at a minimum
whether the bidder:

(1) is able to be neutral and impartial;
(2) is a member of a trade association that advocates positions before this commission or other state

commissions in administrative proceedings related to telecommunications issues,
(3) is an affiliate of any contributing company, .
(4) has a substantial tinancialinterest in any entity or affiliate that provides telecommunications

services or comparable retail alternative services, and
(5) has a board of directors that includes any member with direct financial interests in entities that

contribute to or receive support from the fund in this state or any other state.
B. Termination of administrator's contract: the commission may terminate the administrator's

contract with thecommission before the expiration of the term of the contract upon such notice, and under such
conditions, as are set forth in the contract. .
[l7.l 1.10.10 NMAC - Rp, l7NMAC 13.10,8, ll/30/05]

17.11.10.11 EXPENDITURE AUT HOR IZ AT ION: The commission shall approve an annual budget for
administration of the fund. The reasonable expenses incurred in the administration of the fund, in accordance with
the terms of the contract between the commission and the administrator, shall be a cost of the hind and shall be
recovered from contributions to the fund.
[l7.l 1.10.11 NMAC - Rp, 17 NMAC 13.10.9, 11/30/05] ,

17.11.10.12 RESPONSIBILIT IES OF ADM INISTRATOR: The administrator shall manage the day~to-day
operation of the fid in accordance with this rule, applicable law, and the overall supervision and direction of the
commission. The administrator shall:

A . fairly, consistently, and efficiently administer fund collections and disbursements in accordance
with commission rules and subject to commission oversight,

B. establish an account or accounts in one or more independent financial institutions and ensuring
that the monies deposited in the fund are insured to the maximum extent permitted by law and that they earn a return
commensurate with that of state funds held on deposit in banks or other-financial institutions;

C . ensure that the fund complies with all necessary requirements for exemption from federal, state
and local taxes, .

. D . establish procedures, consistent with the commission's procedural rules and law, and with the
commission's approval, for protecting the confidentiality of information submitted pursuant to this rule,

E . report to the commission on fund activities at least once each year, the report shall include time
collections and disbursements, administrative expenditure information, budget projections and such other
information as the commission may require,

F . prepare an annual proposed budget for administration of the fund and submit it to the commission
for review, revision, rejection or approval at such time in advance of the need for commission approval as the
commission may direct, or absent such direction, at a reasonable time,

G . propose to the commission uniform procedures, and develop forms, to identify exempt customers,
in consultation with contributing companies,

17.11.10 nmAc
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create and maintain the databases necessary to administer the program and account for the funds,
develop appropriate forms for use in collecting information from contributing companies and

ETCs;
pay administrative expenses out of the fund in accordance with the budget approved by theJ .

commission,
K . petition the commission to institute an enforcement or other action when the administrator Ends

that it is otherwise unable to collect amounts properly due from a contributing company under these rules, or when it
appears to the administrator that any contributing company or ETC carrier is otherwise out of compliance with these
rules or applicable law,

L . conduct, not less than once every year, such reviews as are necessary to ensure that each
contributing company is making its required contributions to the fund and that support from the fund is used for the
purpose of the lind.
[ l7. l l . l0, l2nlvIAc - Rp, 17 NMAC 13.10.11, l l /30/05]

17.11.10.13 DISPUTE RESOLUTION: The commission may refer any disputed case between the
administrator and a contributing company or between contributing companies to alterative dispute resolution if it
finds that doing so would encourage the settlement of the dispute.

A. Mediation :

designate a mediator consistent with Subsection B of 17.1.2.20 NMAC;
(2) the Mediator may be a permanent or temporary employee of the commission or another state

agency or any other individual who is acceptable to the parties and stafani if the parties request a mediator who is not
an employee of the commission, the commission shall not approve the request unless the parties agree in writing to
bear as their own the costs of obtaining the mediator's services, the mediator shall not be the hearing examiner who
is assigned to the case, the mediator shall have no official, financial, or personal conflict of interest with respect to
the issues in controversy, unless such interest is fully disclosed in writing to all parties and staff at the time the
mediator is assigned.by the commission and unless all parties agree that the mediator may serve, the mediator shall
hot subsequent to serving as a mediator participate in the proceeding as a hearing examiner, advisory staff, staff
counsel or expert witness, or as an attorney, expert witness, or representative of any party to the proceeding;

(3) the mediator may be assigned by the commission at the same time as the commission assigns the
case to a hearing examiner; the mediator shall not discuss the mediation conference with any commissioner or
hearing examiner hearing the case;

(4) the mediator shall notify the parties and staff by telephone or mail of the time and place of the
mediation conference, which will be held at commission offices unless otherwise directed by the mediator, the
notice may direct the parties and staff to send the mediator, but not other parties or staff, their settlement positions
and other necessary information that could facilitate the mediation conference, including the results of staffs
investigation of the complaint, .

(5) i f the parties are able to reach a settlement of their dispute, in appropriate cases the mediator shall.
assist the parties in preparing a written agreement to reflect that resolution; if the parties are unable to reach a
complete settlement of their dispute, the mediator shall advise the parties that they may request arbitration or file a
formal complaint with the commission,

(6) nothing shall preclude the commission from using different mediation procedures.
B . Arbitration: .

(1) a party may request arbitration of any dispute, the party's request shall be in writing to the
commission and shall include a concise statement of the grounds for the complaint, the remedy sought, and an
acknowledgment that the party has read 17.1.2.22 NMAC and agrees to be bound by its terms,

(2) . the commission or its authorized representative shall forward the request for arbitration to the
other party together with a copy of Subsection A. of 17.1 .2,16 NMAC and 1.2.18 NMAC and require that the other
party submit a written response within ten (10) days of the date of the commission's letter forwarding the request,

(3) if the responding party agrees to arbitration of the dispute, he shall include in his response to the
complainant's request a concise statement of his position with regard to the merits of the complaint and an
acknowledgment that he has read 17.1.2.22 NMAC and agrees to be bound by its terms; if the responding party will
not agree to arbitration, he shall so state in the response,

(4) if the responding party either fails to respond to arequest for arbitration or does not agree to
arbitration, the initiating party retains the right to proceed with a formal complaint,
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(5) if both the initiating party and the responding party agree to arbitration, the commission shall
designate an arbitrator, the arbitrator may be a permanent or temporary employee of the commission or another state
agency or any other individual who is acceptable to the parties to the complaint, the designated arbitrator shall have
no official, financial or personal conflict of interest with respect to the issues in controversy, unless such interest is
fully disclosed in writing to all parties at the time of the commission's designation and all parties agree that the
arbitrator may serve; the parties shall be required to indicate their consent in writing to the designated arbitrator
within ten (10) days of the date of the commission's letter of designation, if the parties request an arbitrator who is
not an employee of the commission, the commission shall not approve the request unless the parties agree in writing
to bear the costs as their own pursuant to Sections 8-8-4 and 62-13-3 NMSA 1978;

(6) any employee of the commission designated to arbitrate the matter under these provisions shall
not participate in a subsequent proceeding on the complaint as a hearing examiner, advisory start] starT counsel, or
expert witness or as an attorney, expert witness, or representative of any party to the proceeding;

(7) the commission may assign docket numbers to arbitration proceedings for purposes of record
management but the proceeding remains an informal proceeding; .

(8) nothing shall preclude the commission from using different arbitration procedures.
C . Arbitration Procedures:

(1) once designated and approved by the parties, the arbitrator shall proceed to render a decision in
the arbitration proceeding within sixty (60) days of the date the responding party agreed to arbitration except for
good cause; if the arbitrator at any time determines that it is unlikely that the dispute can be resolved without
substantially affecting the interests of other ratepayers Or the public, he may so inform the parties and staff and
terminate the proceeding without prejudice to the initiating party's right to file a formal complaint;

the arbitrator shall fix a time and place for an informal hearing and shall serve notice of the
hearing on both parties and on staff at least ten (10) days in advance of the hearing; he.may issue subpoenas for the
attendance of witnesses and for the production of books, records, .documents, and other evidence and shall have the
power to administer oaths, the parties and staff may Offer such evidence and produce such additional evidence as the
arbitrator may deem necessary to an widerstanding and determination of the dispute, the arbitrator shall decide the
relevancy and materiality of the evidence offered, and conformity to the New Mexico rules of evidence or to rules of
evidence contained in the commission's rules, is not necessary, no stenographic or electronic record will be made of
the testimony at hearing unless requested by a party, who shall bear the cost of the record, or by staff;

(3) discovery will be permitted but only with leave of the arbitrator who shall not allow discovery
which unduly complicates, burdens, or impedes the expeditious and informal nature of the proceeding;

(4) whenever the arbitrator deems it necessary to md<e an inspection or investigation in connection
with the arbitration, he shall so advise the parties and staff who may represent at the inspection or investigation; in
the event that one or both of the parties or the staff are not present, the arbitrator shall make an oral or written report
to the parties and staff and afford them an opportunity to comment;

(5)
of fact and conclusions of law are not necessary; the arbitrator's decision will be binding on the parties and can be
implemented by the commission to the extent such implementation is necessary, however, the decision will not be a
decision of the commission and shall have no precedential effect, ,

(6) unless agreed to by all the parties and staff, no statements, admissions, or offers of settlement
made during the course of arbitration proceedings shall be admissible as evidence in any formal proceeding nor shall
the arbitrator disclose the same voluntarily or through discovery or compulsory process; nothing in this section,
however, shall preclude the arbitrator from issuing a brief written decision describing his conclusions and the bases
for them ,

at the close of or soon after the hearing, the arbitrator will issue a brief written decision; findings

(7) nothing in this rule shall be construed to mean that the commission has waived its review of any
decision or that the commission consents to be bound by arbitration.
[I7.Ii.10,I3 NMAC . Rp, 17 NMAC 13.10.12, ll/30/05]

17.11.10.14 V A R I A N C E S A N D  W A I V E R S : Any person may petition the commission for variance or
waiver of any provision of this rule for good cause shown.

A. General requirements:
(1) a contributing company or ETC may petition for an exemption or a variance from any of the

requirements of this rule,
(2) such petition may include a motion that the commission stay the affected portion of this rule for

the transaction specified in the motion,
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(3) petitions for an exemption or a variance and motions for a stay must be supported by an affidavit
signed by an officer of the contributing company or ETC or someone with authority to sign for the contributing
company or ETC, . .

(4) the commission may, at its discretion, require an infomial conference or formal evidentiary
hearing prior to making its determination. .

B. Contents of the petition. A petition for an exemption or variance shall:

describe the situation which necessitates the exemption or variance,
describe the effect of complying with this rule on the contributing company or ETC and its

its competitive affiliates and their customers, if the exemption or variance is not granted ,
describe the result the request will have if granted;
state how the exemption or variance will achieve the purposes of this rule and the Rural

sons Act of New Mexico;
state why the proposed alterative is in the public interest and is a better alterative than that

rule,

(2)
(3)

customers, or on

(4)
(5)

Telecommunica

(6)
provided by this

(7)
(8)

[I7.I 1.I0.14nm

state why the exemption or variance would have no anticompetitive effect, and
state why the requested exemption or variance would not place an undue burden on the fund.

AC - Rp, i7 NMAC 13.10,13, ll/30/05]

17.11.10.15 GENERAL REPORTING REQUIREM ENTS:
A. Reports require declaration: all reports filed with the commission or the administrator must be

filed with a declaration from. the chief financial officer of the entity or the person who prepared the reports on behalf
of the entity that the information is correct and the filing is made subject to the penalty of perjury provided for in
Section 30-25-1 NMSA 1978.

B . Time for reporting: where no date is specified for a report, or when a request is made by the
administrator for information necessary for the administration of the fund, the administrator shall specify when the .
report must be filed. .

C . Reporting forms: contributing companies and ETCs shall report information in the manner
prescribed by the administrator. The administrator shall not require reporting that.will be unduly burdensome.

D . Electronic filing: the administrator shall accept electronic reporting when practicable. .
E. Confidentiality: the commission shall have access to all information reported to the administrator.

Contributing companies may request that company-specific information required by the reporting requirements of
this rule be treated as confidential by so indicating at the time the information is submitted. The commission shall
make all decisions regarding disclosure of company-specific information and may request further information or
justification from the contributing company to ensure uniformity of confidential treatment fall information
submitted by contributing companies. Nothing in this rule shall preclude commission issuance of an umbrella
protective order identifying what reported data shall be, or shall not be, deemed confidential. The administrator
shall keep confidential all company-specific information obtained from contributing companies for which
confidential treatment is requested, shall not use such infomlation except for purposes of administering the hind, and
shall not disclose such information in company-specific form unless directed to do so by the commission.

F. The commission may require the administrator to modify any of its report formats to solicit
additional information necessary for the administration of the state universal service program, or to delete
information that is not necessary.
[l7.l1.10.15 NMAC - Rp, 17 NMAC 13.10.14, li/30/05]

17.11.10.16 REVENUE REPORTS: Each ETC and contributing company shall submit on or before April 1
of' each year a revenue report on the form prescribed by the administrator detailing its intrastate retail public
telecommunications revenues for the prior calendar year, .
[l7.l 1.10.15 NMAC - Rp, 17 NMAC 13.10.15, ll/30/05]

17.11.10.17 OTHER REPORTS: On or before April 1 of each year, carriers shall report the following
information to the administrator in a form prescribed by the administrator, regarding facilities and activities during
the preceding calendar year:

A. contributing companies, including ETCs, shall report the number and type of access lines or New
Mexico telephone numbers subscribed to in total and within rural areas,
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B. ETCs that are local exchange carriers shall report their number of intrastate switched access
minutes,

C . contributing companies shall report the cost of collecting universal service fund (USF) surcharges,
fulfilling reporting requirements, and other administrative costs of complying with this rule,

D . ETCh shall report: .
(1) all revenues, compensation, payments, or subsidies received from all sources, including, but not

limited to end-user customers, the state, and the federal government,
(2) all dividends or equivalents paid to shareholders, cooperative members, or others holding an

ownership interest in the ETC, . .
(3) compensation, including value of benefits, paid to the five highest-compensated employees of the

comer,
(4) information sufficient to establish that payments from the fund were used to reduce intrastate

switched access charges or to further universal service. . .
[17.11.10.17 NMAC - RP»  17 NMAC 13.10.16 and]7 NMAC 13.10.17, ll/30/05]

17.11.10.18 C ONT AC T PERSONS: All contributing companies and ETCs shall file with the administrator
the name, address, phone number and e-mail address of a contact person and shall keep the information current.
[l7.11.10.18 NMAC - Rp, 17 NMAC 13. 10,18, 11/30/05]

17.11.10.19 ANNUAL DET ERM INAT ION OF FUND:
A. The administrator, or the commission, shall determine the~amount of the fund for the nine-month

'period beginning April I, 2006 and ending December 3 l, 2006 in sufficient time for contributions to be paid into
and disbursements to be made from the fund. Thereafter,the administrator shall determine the amount of the fund
annually, subject to commission approval, on or before October 1.

B. In the event the commission orders a change in fund support, pursuant to 17. l I .10.14 or
17.1 1,10.25 NMAC of this rule or otherwise, that necessitates a fund size greater than that which the commission
has previously established, the commission may order an adjustment to the size of the fund.

C . The amount of the fund shall be equal to the sum of each ETC's revenue requirements, calculated
pursuant to this section, plus projected administrative expenses and a prudent fund balance.

D . Only carriers holding state ETC status as of October l shall be included in the calculation of
funding requirements for the subsequent calendar year.

E . Except where the commission has established an altemadve or an additional amount Pursuant to
17.11.10,25 NMAC, the revenue requirement for each ETC that was eligible as of July 1, 2005 and is a local
exchange carrier shall be equal to the carrier's 2004 intrastate access minutes multiplied by the difference between
the allowable intrastate access rate and the carrier's historical intrastate access rate, with the product of this
computation multiplied by the carrier's historical collection factor, and then reduced by the carrier's imputed
benchmark revenue. The formula stated arithmetically is as follows:

((Historical Rate Minus Allowable Rate) Times minutes Times Collection Factor) Minus imputed
Benchmark Revenue

.  (1) for a local exchange carrier that is an ETC in the process of incrementally phasing in its reduction
of intrastate switched access charges to interstate levels as permitted by 17. l1.10.8 NMAC, the "allowable rate" in
the foregoing formula shall equal the composite rate or rates called for in the relevant phase or phases of that
carrier's transition to interstate access charge levels, .

(2) once a local exchange carrier that is an ETC has reduced its intrastate switched access charges to
interstate levels, the "allowable rate" equals the interstate switched access rate,

. (3) where more than one allowable rate is applicable to a given carrier in a given year, the calculation
shall be done in such a way as to apply each allowable rate to the portion of the year to which it applies,

(4) in determining revenue neutrality the administrator may consider appropriate out-of-period
adjustments.

F. The revenue requirement for an ETC thatbecame an ETC after July l, 2005 or that became an
ETC prior to July l, 2005, but is not a local exchange carrier, shall be determined annually by the administrator in
conjunction with the administrator's determination offend size, and shall be in accordance with the support rate
determined by the commission pursuant to 17.1 l .10.23 NMAC.
[ l '7. l l . l0. l9nMAc .  Rp, 17 NMAC 13.10.23, l l /30/05]

1'7.1l.l0.20 DETERM INATION OF STATE USF SURCHARGE RATE AND CONTRIBUTION:
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A. The administrator, or the commission, shall determine the state USF surcharge rate for the nine-
month period beginning April l, 2006 and ending December 31, 2006 is sufficient time for contributions to be paid
into and disbursements to be made from the fund. Thereafter, the administrator shall determine the amount of the
state USF surcharge rate annually, on or before October 1, based upon monthly and annual reports filed by ETCs
and contributing companies and any other pertinent and reliable information available to the administrator or the
commission.

B. Upon its determination of a USF surcharge rate, the administrator shall notify all contributing
companies, ETCs, and the commission, The rate determined by the administrator shall go into effect unless
modified or disapproved by the Commission.

C . The surcharge rate shall be equal to the annual fund requirement divided by the sum of intrastate
retail telecommunications revenue for all contributing carriers in New Mexico, and may be adjusted to account for
any material deficit or surplus projected to exist at the start of the fund year. . .

D. Each contributing company's monthly contribution shall equal testate USF surcharge rate
multiplied by its intrastate retail telecommunications revenues in New Mexico for the month.

E. If, for any month the administrator finds that the fund balance is insufficient to cover required
disbursements plus administrative expenses, the administrator may, with the commission's approval, increase
contribution requirements to make up the shortfall. If the fund accumulates a surplus beyond what the administrator
and the commission believe is prudent under the circumstances, the administrator may, with the commission's
approval, decrease contribution requirements so as to lower the fund balance to an appropriate lever.

F. Each contributing company shall remit its monthly contribution to the administrator on a schedule
to be determined by the administrator. Initial contributions to the fund shall be due as soon as practical, but in any
event no later than May 31, 2006. The administrator may consider utilizing a portion of the balance transferred into
the fund from the prior New Mexico universal service fund to support initial disbursements from the fund. The
administrator shall inform the commission of its proposed schedule and any proposed use of the transferred fund
balance by March l, 2006.
[17.11.10.20 NMAC - Rp, 17NMAC 13,10.20, ll/30/05]

17.11.10.21 RECOVERY OF CONTRIBUTIONS:
. A. A contributing company shall recover the amount of its contributions to the fund from its end-user

customers in a manner that is not, either by act or omission, deceptive or misleading. Such recovery shall be made
in a fair, equitable and nondiscriminatory manner, and no over~recovery of contributions shall be permitted.

B. A contributing company required to provide service in accordance with commission approved
tariffs shall not recover contributions from its end-user customers except as permitted under commission approved
modifications to those tariffs.

C . The commission may, amer notice and hearing, order modifications to a contributor's method of
recovering contributions firm its end-user customers.
[l7.l 1.10.21 NMAC - Rp, l7NMAC 13.10.21, ll/30/05]

17.11. 10.22 FUND DISBURSEMENTS:
A . The administrator shall make a monthly disbursement to each ETC eligible to receive such a

Payment from collected revenues in the fund, on a schedule to be determined by the administrator. The
administrator shall inform the commission of its proposed schedule by March 1, 2006.

B. The amount of each ETC's monthly disbursement shall be one-tvvelith omits revenue requirements
computed in accordance with 17.11.10.19 NMAC.

C. Only carriers holding ETC status as of October l shall be eligible to receive disbursements from
the fund during the year that begins the following January l.

D. The administrator shall not pay, and shall hold in escrow, any disbursements otherwise due to an
ETC that is also a contributing company, if that company shall not be in compliance with its contribution
requirements.

E . Ii for any month, the fund balance is insufficient to Meet the sum of all ETCs' revenue
requirements plus administrative expenses and maintain a prudent fund balance, the administrator shall prorate
payments to each ETC, and, if indicated, shall propose an increase in the surcharge rate in accordance with
Subsection E of 17.1 l .10.20 NMAC. Any reductions in payments to ETCs resulting firm prorated disbursements
shall be paid out at such time as sufficient monies have been paid into the fund.
[l7.l 1.10.22 NMAC - N, ll/30/05]
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17.11.10.23 DESIGNATION OF ETCS:
A. Any carrier operating in New Mexico and designated as a state ETC as of July 1, 2005 and which

has not lost that designation is automatically designated as an ETC for the purposes of this rule. If at any subsequent
time a carrier loses ETC designation status, it shall no longer be eligible to receive support from the fund.

B. Other carriers may file a petition for designation as an ETC in accordance with 17.11.10.24
N MA C ,

C. On its own motion or in response to a petition, the commission may, after notice and hearing and
for good cause shown, modify, suspend, or revoke an ETC designation.

D . Upon approval of a carrier for ETC status under these rules, the commission shall establish the
carrier's support rate, in determining just and reasonable support rate for an ETC, the commission shall:

(1) consider the cost of efficiently providing services to the proposed service area, including a rate of
return determined by the commission to be reasonable, using the most cost-effective technologies, but also taking
into consideration existing infrastructure,

(2) consider the amount of support available to the ETC through the federal universal service funds,
(3) ensure that the support rate for a competitive carrier not exceed the equivalent support received

through these rules by the incumbent carrier or carriers serving the proposed service area.
E. On its own motion or in response to a petition, the commission may modify an ETC's support rate

to reflect more current cost information or changes in service volumes.
[i7.11.10.23 NMAC - Rp, 17 NMAC 13.10.25, ll/30/05]

1'/.11.10..24 PETIT IONS FOR ETC DESIGNATION AND SUPPORT RATES:
A . Any entity seeking designation as a state or federal ETC, or an existing ETC that is not an .

incumbent local exchange carrier which may receive support from the fund to achieve revenue neutrality in
connection with its reductions in intrastate switched access rates and seeks support from the fund must file a petition
with the commission. in the case of a petition for ETC designation and support rate, the petition shall:

( I ) include a description of the proposed service area for which it seeks designation that is consistent
with the federal requirements relating to service areas set forth in, 47 C.F.R. Section 54.207,

(2) demonstrate that the entity meets the requirements in Section 2l4(e) of the federal act (47 U.S.C.
Section 2l4(e)) to be designated as a federal ETC, .

(3) demonstrate that the proposed designation is in the public interest;
(4) include financial and statistical information sufficient for the commission to establish an initial

support rate,
(5) provide a five-year plan demonstrating how support from the fund will be used to improve the

petitioner's coverage, service quality or capacity throughout the service area for which it seeks designation,
(6) demonstrate the petitioner's ability to remain functional in emergency situations,
(7) demonstrate that the petitioner will satisfy consumer protection and service quality standards,
(8) offer local usage.plans comparable to those offered by incumbent local exchange carriers in the

areas for which the petitioner seeks designation,
(9) acknowledge that the petitioner may be required to provide equal access if all other ETCs in the

designated area relinquish their designations; . .
( l o) demonstrate that granting ETC status to the petitioner in the designated area is likely to result in

more customer choice,
(11) address the impact of designation of the petitioner on the size of the fund,
(12) address the unique advantages and disadvantages of the petitioner's service offering;
(13) demonstrate the petitioner's willingness and ability to offer service throughout the designated

service area within a reasonable time frame, and
(14) provide such other information as the commission or the administrator may find appropriate.

B . A petition by an existing ETC for a support rate shall demonstrate that granting the proposed
support rate is in the public interest and shall include financial and statistical information sufficient for the
commission to establish a support rate; a precise description of how the petitioner intends to use support it receives
from the fund, and such other information as the commissioN or the administrator may find appropriate.

C . Consideration of the public interest will apply in all ETC designation and support rate
proceedings, The commission is not required to designate additional ETCs in any service area, if not in the public
interest. .

D. The commission shall, after such notice and hearing as the commission shall prescribe, enter its
written order approving or denying a company's petition. An order approving a petition for ETC designation shall

17.11.10nmAc 10
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specify the service areafor which designation is made and an order approving either a petition for ETC designation
or a petition for a support rate shall state the approved support rate.

E. The commission may approve a petition for designation as a federal ETC in conjunction with a
petition for designation as a state ETC.

F. The commission shall require annual verification from each ETC that it continues to meet the
requirements herein for designation as an ETC and for provision of support from the lind.
[l7.l 1.10.24 NMAC .. Rp, 17 NMAC 13.10,27, ll/30/05]

17.11.10.25 PETIT ION FOR ADDIT IONAL SUPPORT:
A. An ETC may petition the commission for support from the fund at a level greater than that

provided for by Subsection C of 17.11. 10.19 NMAC, when such an adjustment is necessary to ensure the
availability of local telecommunications services at affordable rates in the state.

B . In a rate proceeding filed pursuant to Subsection F of Section 63-9H-7 NMSA 1978, an
incumbent rural local exchange carrier may obtain additional support if the commission determines that payments
should be authorized from the fund in order to ensure the widespread availability and affordability of rural
residential local exchange services.

C . An ETC or incumbent carrier petitioning for support from the fund under this section shall submit
historic and prospective information on its costs of providing services and shall demonstrate that it is providing
services in the most prudent manner possible.
[l7.l 1.10,25 NMAC .. n, ll/30/05]

l ' / . l l . l0 .26 COM PLIANCE WIT H CONT RIBUT ION REQUIREM ENT S:
. A . If the administrator finds that a contributing company has not contributed the amount required by

this rule, the administrator Shall notify the contributing company in writing. The administrator shall request the
company to pay the deficiency in its contribution.

B . The contributing company shall pay the requested amount within twenty-one (21) days of the date
of the notice or seek dispute resolution as provided in this rule. .

C . If attempts by the administrator to collect the total requested amount from a contributing company
or to resolve a dispute are unsuccessful, the administrator shall notify the commission in writing. .

D . Upon request by the administrator, a complaint filed by an interested party, or its own motion, the
commission, after providing notice and an opportunity for a hearing in accordance with 17.1 .2 NMAC, may issue an
order requiring a contributing company to pay any arrearage in contributions that the commission finds to exist and
may also impose interest, a fine or other appropriate administrative penalties or requirements or bonding to assure
future compliance with contribution requirements. in the event that a contributing company fails or refuses to
comply with a commission order issued pursuant to this provision, the commission may petition the appropriate
district court for appropriate injunctive relief and for enforcement of the commission's order.

E. The commission may take the same types of action set forth in Subsection D of 17.1 1.10.26
NMAC in the event that it finds, after a proceeding of the type specified in Subsection D of 17.11 ,]0.26 NMAC, that
a contributing company or an ETC has, in any other way, violated any provision of this rule or of the rural
telecommunications act of New Mexico, Sections 63-9H-i et seq. NMSA 1978.
[i7.l1.10.26 NMAC - Rp, 17 NMAC i3.l0.3l, i i /30/05]

17.11,10.z7 USE OF FUND SUPPORT: .
A . An ETC shall use fund support in a manner consistent with the rural telecommunications act,

Sections 63-9H-l et seq. NMSA 1978, Section 254 of the federal telecommunications act (47 U.S.C. 254), and
commission rules and orders. Fund support must be used to preserve and advance universal service, that is, to
provide, at reasonable and affordable rates, access by consumers in all regions, including low-income consumers
and those in rural, insular and high cost areas, to quality telecommunications and information services, including
interexchange services and advanced telecommunications and information services that are reasonably comparable
to services provided in other areas. -

B . If the commission finds, in a proceeding on its own motion or on the motion of the administrator
or an interested party, that an ETC has used fund support for purposes other than to preserve and advance universal
service, the commission may impose an appropriate administrative remedy, which may include, but need not be
limited to, ordering the ETC to refund amounts paid to it from the fund.
[17.11.10.27 NMAC - Rp, i7NMAC 13.10.32, ll/30/05]
i
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17.11.10.28 ACCESS TO BOOKS, RECORDS AND PROPERTY=
A. The administrator or the commission shall have access to the books of account, records and

PY0P@W of all contributing companies Md ETCs to the extent necessary to veriee information reported or required
to be reported pursuant to this rule. The administrator or commission may direct a contributing company or ETC to
send copies of records to the administrator or commission or may inspect records at the offices of the contributing
company or ETC, at the administrator's or commission's discretion.

B . In the normal course of business, the administrator will give at least three (3) days notice of its
plans to inspect records in the offices of a contributing companies or ETC. The administrator may apply to the
commission to procure a subpoena in order to inspect records without notice.
[l7.l 1.10.28 NMAC - Rp, i7 NMAC 13.10.33, ll/30/05]

17.11.10.29 REVIEW AND AUDIT  OF ADM INISTRATOR AND FUND: For each year beginning with
2006, the admiNistrator shall provide the commission with a financial statement of the fund and the administration of
the fund by February 15. The commission shall engage a qualified independent auditor to audit each such financial
statement and to submit a written opinion to the commission.
117411.10.29 NMAC - RP, 17 NMAC 13.10.34, ll/30/05]

17.11.10.30 ADWSORY  BOARD:
A. The commission shall establish and appoint an advisory board composed of representatives from

participating contributing companies and ETCs, the attorney general, the commission staff, and any representative(s)
of one or more consumer groups or organizations that the commission may choose to appoint, The members shall
include no more than one representative from each of the following types of telecommunications carriers and
entities providing comparable intrastate retail services: rural incumbent telecommunications carriers, incumbent
local exchange carriers other than incumbent rural telecommunications carriers, interexchange carriers, competitive
local exchange carriers not ETC-designated; ETC-designated competitive local exchange carriers; commercial
mobile radio service providers not-ETCdesignated; and ETC-designated commercial mobile radio service
providers. Any other type of telecommunications carriers or providers of comparable intrastate retail service may
petition the commission for representation by no more than one member of that type of carrier or service provider on
the advisory board, which the commission may grant by order. The commission shall resolve any dispute among the
carriers or service providers of each type as to who shall be the member of the advisory board. The members
representing participating contributors shall each be appointed for a term of three (3) years. Expenses incurred by a
member in connection with participation on the advisory board shall not be reimbursed from the fund.

B. The advisory board shall meet periodically with the administrator and shall provide advice and
consultation to the administrator as provided under this rule. Where deemed necessary by the advisory board, it
shall make recommendations to the commission or the administrator, or both, relating to potential matters related to
administration of the fund. Should the members Of the advisory board not agree on a recommendation to the
commission or administrator on any particular matter, the advisory board may provide a majority recommendation
as well as a minority recommendation as to the resolution of any such identified issue. In addition, any member of
the advisory board may, with advance written notice to the other members of the advisory board, provide individual
recommendations or other information to the commission and the administrator that it deems appropriate. The
advisory board is intended to be a forum within which to build consensus on matters relating to the administration of
the fund, while not deterring any interested party from communicating its concerns relating to the administration of
the fund to the advisory board, or, subject to advance written notice to the other members of the advisory board,
directly to the commission.
[l7.11.l0.30 NMAC . RP. 17 NMAC 13.i0.10, ll/30/05]

17.11.10.31 EMERGENCY AM ENDM ENT S: The commission finds that the amendments to this rule
consisting of: (A) in Subsection M of Section 17.1 l .10.7 NMAC adding the words "local exchange" after the words
"the carrier's basic, adding the words "basic local exchange" following the words "multiplied by the number of",
and striking the words "with the number of business lines to include each line providing the customer with a New
Mexico telephone number, including lines delivered through tariffs other than the basic business local exchange
service tariff" following the words "as of December 31, 2004," (B) at the end of Subsection F of 17.1 l . 10.8 NMAC,
deleting the words "except as provided for in Subsection E 17.11.10,9 NMAcof this rule;" (C) in Subsection A (2)
of Section 17.1 1.10.9 NMAC, deleting the words "equal to Qwest's basic business exchange rate increased to
compensate Qwest for that portion of its revenue loss resulting firm the intrastate switched access charge reductions
required by this rule and the increases applied to Qwest's residential and business rates in an equal per line amount"

17.11,10nmAc
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and adding in their place the words "carrier-specific and shall be equal to the existing business basic exchange rate
of each local exchange carrier plus the difference between Qwest's existing basic business basic exchange rate and
Qwest's basic business basic exchange rate after Qwest's rates are increased to compensate Qwest for its revenue
loss resulting from the intrastate switched access charge reductions required by this rule and the increases are
applied to Qwest's business and residential lines in an equal per line amounts" (D) at the end of Subsection A (2) of
Section i7.l l.i0.9 NMAC, adding the wor.ds "if a carrier's tariffed business rate at the time of the effective date of
this rule exceeds the Qwest business rate after the increases provided above, the carrier's initial business benchmark
rate shall be its tariffed business rate on that date," (5) at the end of Subsection C of 17.11.10.9 NMAC deleting the
words "except as provided for in Subsection E of 17.11.1099 NMAC of this rule;" (E) in Subsection D of 17.1 1.10.9
NMAC adding the word "local" following the words "adjusting its residential and business basic" and adding the
word "local" following the words "and the residential and business basic," and (F) deleting the entirety of
Subsection E of 17. i1.10.9 NMAC require immediate adoption for the preservation of the general welfare and
therefore constitute an emergency amendment to this rule within the meaning ofNMSA 1978, Section 8-8-15.C and
1.24.1.7 i NMAC. Specifically, the commission finds that failure to implement the changes immediately would
severely impair the ability of the commission, the administrator and contributing companies to (a) correctly
determine business benchmark rates (b) correctly determine revenue requirements from the fund due to ETCs, (c)
correctly determine the size of the fund; (d) correctly determine contributions to the fund due from contributing
companies; and (e) comply with the requirement ofNMSA 1978, Section 63-9H-6.C that intrastate access charge
reductions be revenue neutral by the deadlines set Subsection E and Subsection H of 17,11.10.8 NMAC and NMSA
1978, Section 63-9H-6.1. .
[l7.l 1.10.31 NMAC -N/E, 12/28/05]

HISTORY OF 17.11.10NMAC: [RESERVED]
Pre-NMAC History: None.

History of RepealedMaterial:
17 NMAC 13.10, State Rural Universal Service Fund (filed 12/l5/1999) repealed 1]/30/05.

Other His tory:
17 NMAC 13.10, State Rural Universal Service Fund (filed I2/l5/1999) was replaced by 17.11.10 NMAC, State
Rural Universal Service Fund, effective I 1/30/05.
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COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET nos. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

STF 1.10 Is the appropriate first step for competitive local exchange ("CLEC") and rural
incumbent local exchange ("ILEC") intrastate access rate reform a reduction in
intrastate rates to 1) the company's 2008 average interstate access rate or 2)
Qwest's 2008 average intrastate access rate? Please fully explain your response.

Response: The rural ILE Cs believe unifying the intrastate and interstate access rates and rate
structures is the appropriate action to take. Unifying or equalizing the rates for
each jurisdiction will remove the incentive for carriers to provide incomplete call
detail records or to seek routing alternatives that do not match the originating
jurisdiction of a call. Moving to Qwest's intrastate access rates would not address
rate arbitrage encouraged by an individual company's variance between intrastate
and interstate access rates.

EXHIBIT

ADMITTED

1
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4 AT&T's 4th Set of Data Requests to Cox Arizona Telcom, LLC

Docket No. RT-00000H-97-0 I 37/T-00000D-00-0672
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COX ARIZONA TELCOM, LLC's
RESPONSES TO AT&T'S FOURTH SET CF DATA REQUESTS REGARDING

THE ARIZONA CORPORATION CO'V1l\IISSION'S
REVIEW AND POSSIBLE REVISION OF

ARIZONA UNIVERSAL SERVICE FUND RULES AND 1nw EsrmATlon oF THE COST
OF TELECOMMUNICATIONS ACCESS

DOCKET NOS. : RT~00000H-97-0I37 and T-00000D-00-0672
January IS, 2010

4-1. Reference page 8, lines 4-6 of Mr. Garrett Direct Testimony.

a. Please identify all states in which Cox operates in which its intrastate
access rates axe capped or subject to a benchmark policy. For each such
state, please identify Cox's rate before and alter the implementation of
the policy.

In each such state, please provide all analyses, data, documents, or other
materials documenting actions Cox has taken to adjust or "evolve" its
business model as a result of the intrastate access rate cap. Please identify
the timing of such actions.

c. Please identify any state that Cox has exited or in which Cox has ceased
any service as a result of intrastate access rate reductions or caps and
when such exit or cessation occurred.

d. Please identi fy any state of  which Cox is aware in which the state
regulatory commission has considered the issue of capping or imposing a
benchmark on CLECs' access rates in a regulatory proceeding and has
declined to do so.

f.

Please identify with specificity, including the timing of such actions, any
actions that Cox has taken to modify or "evolve" its business model in
response to the FCC's imposition of a cap on CLECs' interstate access
rates. Please provide all analyses, data, documents, or other materials
documenting such actions.
Please identify with specificity how much of the revenue in Cox's
"business model" consists of originating and terminating switched access
revenues.

RESPONSE:

I

Cox objects to this request as vague and ambiguous and overbroad. Moreover,
some of the requested information is in the public domain via Cox state specific
tiled tariffs and is available to AT&T. Notwithstanding those objections and
without waiving same, Cox states as follows:

\

(Hllifnrnia

Requires cap
The cap is higher than Coils current intrastate rate

Connecticut
Requires cap
Billing is - .it PuC-<'s1ublished rate for transport and switching (nut at
SNF l` (A l`&. ii rut )

|

8 I

e.

b.
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COX ARIZONA TELCOM, LLC's
RESPONSES TO AT8¢T'S FOURTH SET OF DATA REQUESTS REGARDING

THE ARIZONA CORPORATION COMMISSION'S
REVIEW AND POSSIBLE REVISION OF

ARIZONA UNIVERSAL SERVICE FUND RULES AND INVESTIGATION OF THE cosT
OF TELECOMMUNICATIONS ACCESS

DOCKET NOS. : RT-00000H-97-0157 and T-00000D-00-0672
January 15, 2010

I

J

Florida
Cox voluntarily capped at BellSouth (BST) intrastate rates
Cox bills all carriers but Embarq and Windstream at BST intrastate
rates. Cox bills these two carriers at their intrastate rate level.
Tandem switching was not used in calculating Cox's composite
rate[i.e., ail rate elements that go into Final MOU rate]

G eorgia
Cox voluntarily capped at Windstream intrastate rate (which is
significantly higher than BST)
Rate charged to AT&T rate is based on a contract rate
Tandem switching was not used in calculating Cox's composite rate

Idaho
Cox voluntarily capped at Qwest's intrastate rate
Tandem switching was not used in calculating Cox's composite rate

Louisiana
'  - » Cox voluntarily capped at BST intrastate rates

Cox bills all carriers but CenTel and EATEL at BST rates. We bill
these two camlets at their rate level.
Tandem switching was not used in calculating Cox's composite rate

Ohio
State required cap
PUCO requested that Cox state in its tariff that Ir will be at AT&T
intrastate rates rather than adding actual rates to tariff
Tandem switching was not used in calculating Cox's composite rate

Virginia
State required cap
Cox uses Verizon intrastate rates to develop Cox composite rate
VA SCC allowed use of Tandem switching composite rate

h. Cox objects to this question in the grounds that it seeks information that is
competitively sensitive, highly confidential .ind irrclcvunt.

C. N&)U€.

Cox does not posses any intimation that is responsive to this request.

Cr,

d.

COX objects to this q'aestinn on the group-is that it socks in fomianinn that is
competitively sensitive and highly contidcmial. Nut with>tunding ~;uch
-ejection and without waiving Mme, Fox responds that is has nu » ach

ilocuincntation..



Cox ARIZONA TELCOM, LLC's
RESPONSES TO AT&T'S FOURTH SET OF DATA REQUESTS REGARDING

THE ARIZONA CORPORATION COMMISSIONS
REVIEW AND POSSIBLE REVISION OF

ARIZONA UNIVERSAL SERVICE FUND RULES AND INVESTIGATION OF THE cosT
OF TELEcomMl;nlcArIons ACCESS

DOCKET NOS. : RT-00000II-97-0137 and T-00000D-00-0672
January 15, 2010

Please see response to "e" above.

RESPONDENT: Mark DiNunzio
Director, Regulatory Affairs

\
1'

f.
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National Broadband Availability Target

Every household and business location in America should

have access to affordable broadband service with the following

characteristics:

'  Actual download speeds of at least 4 Mbps and actual

upload speeds of at leasts Mbps

An acceptable quality of service for the most common
interactive applications

The FCC should review and reset this target every four years.

Country

"Universal" availability

target (download) Type ofspeed Date

United States 4 Mbps Actual 2020

South Korea 1 Mbps (99%) Actual 2008

Finland 1 Mbps Actual 2009

Australia 0.5 Mbps Unspecified 2010

Denmark 0.5 Mbps Unspecified 2010

Ireland 1 Mbps Unspecified 2010

France 0.5 Mbps Unspecified 2010

Germany 1 Mbps Unspecified 2010

United Kingdom 2 Mbps Unspecified 2o12

Australia 2 Mbps Unspecified 2018

p

Am 13R1cA's PLAN EE A P 1" El H

EVERVONE in THE UNITED STATES TODAY should have access to broadband services supporting

a basic set of applications that include sending and receiving e-mail, downloading Web pages,

photos and video, and using simple video conferencing.'

RECOMMENDATIONS
The FCC should conduct a comprehensive reform of
universal service and intercarrier compensation in three
stages to close the broadband availability gap.

Stage One: Lay the foundation for reform (2010-2011)
>

Ensuring all people have access to broadband requires the
Federal Communications Commission (FCC) to set a national
broadband availability target to guide public funding. A11
initial universalization target of 4 Mbps of actual download
speed and 1 Mbps of actual upload speed, with an acceptable
quality of service for interactive applications, would ensure
universal 3C€€55.2

This represents a speed comparable to what the typical
broadband subscriber receives today, and what many consum-
ers are likely to use in the future, given past growth rates?
While the nation aspires to higher speeds as described in
Chapter 2, it should direct public investment toward meeting
this initial target.

A universalization target off Mbps download and l Mbps
upload is aggressive. It is one of the highest universalization
targets of any country in tlle world. Many nations, such as
South Korea and Finland, have already adopted short-term
download targets around 1 Mbps (see Exhibit 8-A). Over time,
these targets, both in the United States and abroad, will con-
tinue to rise.

It is possible the speed requirements for the most common
applications will grow faster than they have historically. But it
is also possible compression technology or shifts in customer
usage patterns will slow the growth of bandwidth needs. To
account for this uncertainty, the FCC should review and reset
this target for public investment every four years.5

>
>
>

The FCC should improve Universal Service Fund (USF)
performance and accountability.
The FCC should create the Connect America Fund (CAN).
The FCC should create the Mobility Fund.
The FCC should design new USF funds in a tax-efficient
manner to minimize the size of the gap.

Exhibit 8-A:
Universalization
Goals inSelected
CouniTies4
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> Government should facilitate Tribal, state, regional, and
local broadband initiatives
>

>
>

>

>

>

Throughout the USF reform process, the FCC should solicit
input from Tribal governments on USF matters that impact
Tribal lands.
The FCC should take action to shift up to $15.5 billion over
the next decade from the current High-Cost program to
broadband through common-sense reforms.
The FCC should adopt a framework for long-term intercar-
rier compensation (ICC) reform that creates a glide path
to eliminate per-minute charges while providing carriers
an opportunity for adequate cost recovery, and establish
interim solutions to address arbitrage.
The FCC should examine middle-mile costs and pricing.

Stage Two: Accelerate reform (2012-2016)
>
>

>

Congress should make clear that state, regional and local
governments can build broadband networks.
Federal and state policies should facilitate demand aggrega-
tion and use of state, regional and local networks when that
is the most cost-efficient solution for anchor institutions to
meet their connectivity needs.
Congress should consider amending the Communications Act
to provide discretion to the FCC to allow anchor institutions on
Tribal lands to share broadband network capacity that is fund-
ed by the E-rate or the Rural Health Care program with other
community institutions designated by Tribal governments.
The federal government and state governments should
develop an institutional framework that will help America's
anchor institutions obtain broadband connectivity, train-
ing, applications and services.

>

The FCC should begin making disbursements from the CAN
The FCC should broaden the universal service contribution
base.
The FCC should begin a staged transition of reducing per-
minute rates for intercarrier compensation.

L .

Stage Three: Complete the transition (2017-2020)
>

8.1 THE BROADBAND
AVAILABILITY GAP

>

>

The FCC should manage the total size of the USF to remain
close to its current size (in 2010 dollars) in order to mini-
mize the burden of increasing universal service contribu-
tions on consumers.
The FCC should eliminate the legacy High-Cost program,
with all federal government funding to support broadband
availability provided through the CAF.
The FCC should continue reducing ICC rates by phasing
out per-minute rates for the origination and termination of
telecommunications traffic.

Accelerating broadband deployment
> To accelerate broadband deployment, Congress should

consider providing optional public funding to the Connect
America Fund, such as a few billion dollars per year over a
two to three year period.

Congress should consider providing other grants, loans
and loan guarantees
>

>

>

Congress should consider expanding combination grant-
loan programs.
Congress should consider expanding the Community Con-
nect program.
Congress should consider establishing a Tribal Broadband
Fund to support sustainable broadband deployment and
adoption on Tribal lands, and all federal agencies that up-
grade connectivity on Tribal lands should coordinate such
upgrades with Tribal governments and the Tribal Broad-
band Fund grant-making process.

Setting a target clarifies where the United States should focus
its resources to universalize broadband. At present, there are
14 million people living in seven million housing units" that do
not have access to terrestrial broadband infrastructure capable
of meeting the National Broadband Availability Target.7

This broadband availability gap is greatest in areas with low
population density.8 Because service providers in these areas
cannot earn enough revenue to cover the costs of deploying and
operating broadband networks, including expected returns on
capital, there is no business case to offer broadband services in
these areas. As a result, it is unlikely that private investment
alone will fill the broadband availability gap. The question,
then, is how much public support will be required to fill the gap.

An FCC analysis finds that the level of additional funding
required is approximately $24 billion (present value in 2010
dollars) as described in Exhibit 8-B.9

Exhibit 8-B presents the broadband availability gap in great-
er detail. Initial capital expenditures ("initial cape") are the
incremental investments required to deploy networks that can
deliver the targeted level of service to everyone in the United
States; this covers new networks and upgrades of existing
networks. "Ongoing costs" are the incremental costs that must
be incurred to operate those networks. They include the cost
of replacing old or outdated equipment, access to middle-mile
transport and other continuing costs such as customer service,
marketing and network operations.
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Exhibit 8-8:
The Present Value
(fn 2010 Dollars) of the
Broadband AvailabiliZy
Gap is $24 BilI1.on1"

>

>

"Revenue" includes all incremental revenue generated
as a result of deploying the networks that meet the National
Broadband Availability Target, whether the revenue comes
from the sale of voice, data or, in limited cases, multichannel
video services.

Adding initial cape and continuing co sts and subtracting
revenue yields a gap of approximately'$24 billion."

This estimate is based on a number of key assumptions:
First, the gap was calculated based on the economics of ter-
restrial technologies only, although a variety of technologies
and architectures were considered. While satellite is capable
of delivering speeds that meet the National Broadband Avail-
ability Target," satellite capacity can meet only a small portion
of broadband demand in unserved areas for the foreseeable fu-
ture.18 Satellite has the advantage of being both ubiquitous and
hawing a geographically independent cost structure, making it
particularly well suited to serve high-cost, low-density areas.
However, while satellite can serve any given household, satel-
lite capacity does not appear sufficient to serve every unserved
household. In addition, the exact role of satellite-based broad-
band and its impact on the total cost of universalizing access to
broadband depends on the specific disbursement mechanism
used to close the broadband availability gap.
Second, this calculation assumes that, whenever possible,
a market-based mechanism will be used to select which
providers receive support (as discussed in Section 8.3), and
that there is competitive interest in receiving a subsidy to
extend broadband to an unserved area. But it is impossible
to know precisely how and whether this will occur until the
details of the distribution mechanism are defined.

30

18
3
3 25

8
§ to

Cash Flows Associated With Broadband Availability Gap
35

>

>

> Third, the estimated gap does not assume that currently
announced fourth-generation (KG) wireless buildouts will
provide service that meets the target without investments
incremental to the planned commercial builds. Fourth-
generation technology holds great promise and will likely
play a large role in closing the broadband availability gap if
speed and consumer satisfaction are comparable to trap
ditionai wired service, such as that provided over Digital
Subscriber Line (DSL) or cable modem. If buildouts occur as
announced, about five million of the seven million unserved
housing units will have KG coverage.'4 However, in order to
provide actual download speeds of 4 Mbps or more, it may
be necessary for providers to make investments that are in-
cremental to their planned commercial builds. The FCC will
revisit this issue as this new technology is implemented.
Fourth, the estimated gap does not include any amounts
necessary to support companies that currently receive uni-
versal service support for voice and already offer broadband
that meets the National Broadband Availability Target.
Some federal USF amounts indirectly support broadband,
and going forward will do so directly. Nor do the estimates
take into account the impact on existing recipients of sup-
port if other providers receive support to build out broad-
band in an area where the current provider has a carrier of
last resort obligation.
Fifth, there are a number of recommendations throughout
this plan that may lower the cost of entering or operating in
currently unserved areas, or that could increase or decrease
potential revenues. The calculation does not include the
impact of any of these recommendations. To the extent
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Exhibit 8- G
The Most Expensive
Unserved Housing
Units Represent a
Disproportionate Sh are
of the Total Gap"

The support needs of different geographic areas are distinct
and depend on many factors, including the existing network
infrastructure and household dellsity. In some areas, subsidiz-
ing all or part of the initial cape will allow a service Provider
to have a sustainable business. Elsewhere, subsidizing initial
cape will not be enough; service providers will need support
for continuing costs. Support for one-time deployment or up-
grades will likely be enough to provide broadband to 46% of the
seven million unserved housing units. Closing the gap for the
remaining 54% of housing units will probably require support
for both one-time and recurring costs.

Moreover, serving the 250,000 housing units with the
highest gaps recounts for $14 billion of the broadband avail-
ability gap. As Exhibit 8-C depicts, this represents less than
two-tenths of 1% of all housing units in the United States. The
average amount of funding per housing unit to close the gap for
these units with terrestrial broadband is $56,000.15

0

0
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these recommendations are implemented, they may change
the overall gap. The analysis also does not take into account
any available federal, state, regional, Tribal, local or other
funding sources that could help close the gap,

Broadband Availability Gap, by percent of LJ.S.
housing units served
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Closing the broadband availability gap requires financial sup-
port from federal, state and local governments. This section will
discuss the current state of government support for infrastruc-
ture deployment and will make recommendations for targeting
this support more directly to close the availability gap.

The federal government spends nearly $10 billion annu-
ally 011 grants, loans and other subsidy programs that support
communications co1111eetivity; in 2010, the American Recovery
and Reinvestment Act (Recovery Act) provided an additional
$7.2 billion in one-time funding (see shaded rows Exhibit 8-D).
Historically, much of this funding has supported voice service
in certain areas of the country, but more recently it also has
been used to modernize networks to deliver broadband as well.
While this funding has improved broadband infrastructure in
the U.S., federal efforts have not been coordinated to meet the
universal broadband goals of Congress.

Nearly half of the funding appropriated in 2010 to sup-
port greater connectivity comes from the Recovery Act, which
Congress passed in February 2009. Congress appropriated
$7.2 billion to create the Broadband Telecommunications

8.2 CLOSING THE
BROADBAND
AVAILABILITY GAP
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Agency Program Description Annual funding amount
Federal

Communications

Commission

Universal Service Fund Provides funding for companies serving high-cost areas, low-

income consumers, rural health care providers, and schools

and libraries.

$8.7 billion (FY2010l

National Tele-
communications
and Information
Administration

Broadband Technology
Opportunities Program

Grant program to promote deployment and adoption of broad-
band throughout the country, particularly in unserved and
underserved areas. Priority in the second Notice of Funding
Availability (NOFA) will be given to middle-mile broadband
infrastructure projects that offer new or substantially upgrad-
ed connections to community anchor institutions, especially
community colleges.

$4.7 billion (one-time
ARRAY)-includes at least
$2.5 billion for infrastruc-
ture, $250 million for
adoption, and $200
million for public
computing centers.

Rural Utilities

Service

Broadband Initiatives

Program
Loan, loan guarantee and grant program to increase broad-

band penetration and adoption, primarily in rural areas. Prior-

ity in the second NOFA will be given to last-mile projects,

and middle-mile projects involving current RUS program

participants.

$2.5 billion (one-time

ARRAY)-includes at

least $2.2 billion for

infrastructure.

Rural Utilities

Service
Telephone Loans and

Loan Guarantees

Program

Provides long-term, direct and guaranteed loans to qualified

organizations, often telephone companies, to support invest-

ment in broadband-capable telephone networks.

$685 million

Rural Utilities

Service
Rural Broadband

Access Loans and Loan

Guarantees Program

Provides loans and loan guarantees to eligible applicants-in-
cluding telephone companies, municipalities, non-profits and
Tribes-to deploy broadband in rural communities.

$298 million

Institute of Mu-

seum and Library

Services

Library Services and

Technology Act Grants
Provides funds for a wide range of library services including

installation of fiber and wireless networks.
$164 million

Multiple agencies Other programs Multiple purposes $49 million
Total $17.1 billion

4
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Opportunities Program (BTOP) at the U.S. Department of
Commerce and the Broadband Initiatives Program (BIP) at
the U.S. Department of Agriculture. BTOP "makes available
grants for deploying broadband infrastructure in unserved and
underserved areas in the United States, enhancing broadband
capabilities at public computer centers, and promoting sus-
tainable broadband adoption projects.""' BIP "extend[s] loans,
grants and loan/grant combinations to facilitate broadband
deployment in rural areas."""

Awards under BTOP and BIP are ongoing, and many
projects should help meet the goal of providing universal
broadband access. For instance, the ION Rural Broadband
Initiative will add middle-mile connectivity for 70 rural com-
munities in upstate New York, and Project Connect South
Dakota will provide a cash infusion to add 140 miles of back-
haul service and 219 miles of middle-mile connections to an
existing fiber optic network."

Through the Broadband Data Improvement Act mapping
process, the FCC may be able to improve its estimate of the
gap. But it is impossible to know with precision how much the
BTOP and BIP programs will contribute to closing the gap
before all of the funds are awarded.

In any event, BTOP and BIP alone will not be sufficient to
close the broadband availability gap. Other government sup~
port is required to complete the task of connecting the nation
to ensure that broadband reaches the highest-cost areas of the
country. Closing the broadband availability gap and connect-
ing the nation will require a substantial commitment by states
and the federal government alike. This commitment must
include initial support to cover the capital costs of building new
networks in areas that are unserved today, as well as ongo-
ing support for the operation of newly built networks in areas
where revenues will be insufficient to cover ongoing costs.

Ex/zibil 8-D:

Existing Sources ofFederaI Support for Communications Connectivity"
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Program Description
FY 2010 disbursements

(projected)
High Cost Ensures that consumers in all regions of the nation have access to and pay

rates for telecommunications services that are reasonably comparable to

those in urban areas.

$4.6 billion

Low Income (Lifeline and

Link-Up)
Provides discounts that make basic, local telephone service affordable for

low-income consumers.
$1.2 billion

Schools and Libraries (E-rate) Subsidizes telecommunications services, Internet access and internal con~

sections to enable schools and libraries to connect to the Internet.
$2.7 billion

Rural Health Care Provides reduced rates to rural health care providers for telecommunica-

tions and Internet access services and, on a pilot basis, support for infra-

structure.

$214 million

Total $8.7 billion

J
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8.8 UNIVERSAL SERVICE
Universal service has been a national objective since the
Communications Act of 1934, in which Congress stated its
intention to "make available, so far as possible, to all the
people of the United States... a rapid, efficient, Nation-wide,
and world-wide wire and radio communication service with
adequate facilities at reasonable charges."22

The current federal universal service programs were created
in the aftermath of the Telecommunications Act of 1996 at a
time when only 23% ofAlnericans had dial-up Internet access
at home, and virtually no one had broadband." While the fed-
eral USF and earlier programs have played a critical role in the
universalization of voice service in the last century, the current
USF was not designed to support broadband directly, other
than for schools, libraries and rural health care providers."

In 2010, the federal USF is projected to make total outlays of
$8.7 billion through four programs (see Exhibit 8_E)_25 The High-
Cost program, which subsidizes telecommunications services
in areas where costs would otherwise be prohibitively high, will
spend $4.6 billion. E-rate, which supports voice and broadband
connectivity for schools and libraries, will spend $2.7 billion.26
The Low Income program, which subsidizes the cost of telephone
service for low-income people, will spend $1.2 billion, and the
Rural Health Care program, which supports connectivity for
health care providers, will spend $214 million.

At least 21 states have high~cost funds that collectively distrib-
ute over $1.5 billion." Thirty-three states have a state low-income
program, nine states have a state subsidy program for schools and
libraries, and at least 27 states support state telehealth networks."

A number of states have established specific programs to fund
broadband deploymenhaf' Some states provide tax credits for
investment in broadband infrastructure.3'

The remainder of this section will discuss how the current
federal High-Cost program should be modernized to shift from
supporting legacy telephone networks to directly supporting
high-capacity broadband networks. The federal Low Income
program provides critical support to low-income households
and will be discussed in Chapter 9. The Rural Health Care and
E-Rate programs provide important support for broadband to
critical institutions like schools, libraries and health care facili-
ties, and will be addressed in Chapters 10 and 11.

Accelerating the pace of investment in broadband networks
in high-cost areas will also require consideration of related pol-
icy issues that affect the revenue streams of existing carriers.
The ICC system provides a positive revenue stream for certain
carriers, which in turn affects their ability to upgrade their
networks during the transition from voice telephone service to
broadband service. In rural America USF and ICC represent a
significant portion of revenues for some of the smallest carri-
ers-i.e., 60% or more of their regulated revenues.3" The rules
governing special access services also affect the economics of
deployment and investment, as middle-mile transmission often
represents a significant cost for carriers that need to transport
their traffic a significant distance to the Internet backbone. For
that reason, the FCC needs to consider the middle mile in any
discussion of government support to high-cost areas.33

USF and ICC regulations were designed for a telecommunica-
tions industry that provided voice service over circuit-switched
networks. State and federal ratemaking created implicit sub-
sidies at both the state and federal levels and were designed to

Ex/1 ibit8-E:
The Federal UniversalServiceFund"
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of eligible telecommunications carriers (ETCh) (see Box 8-2).
In 2009, approximately $2 billion went to 814 rate-of-return
carriers, $1 billion to 17 price-cap carriers and $1.3 billion to
212 competitive eligible telecommunications carriers (com-
petitive ETCs).3*

The current High-Cost program is not designed to univer-
salize broadband. While some companies receiving High-Cost
support have deployed broadband-capable infrastructure
to serve most of their customers," others have not. Carriers
receiving High-Cost support are not required to provide any
households in their service area with some minimal level of
broadband service, much less provide such service to all house-
holds in their service area.

In addition, the High-Cost program only supports certain
components of a network, such as local loops and switching
equipment, but not other components necessary for broad-
band, like middle-miie infrastructure that transports voice and
data traffic to an Internet point of presence. As a result, the
amount of support provided is not appropriately sized for the
provision of broadband in high-cost areas.

Because broadband is not a supported service, today there
is 110 mechanism to ensure that support is targeted toward ex-
tending broadband service to unserved homes. Today, roughly
half of the unserved housing units are located in the territo-
ries of the largest price~cap carriers, which include AT8cT,
Verizon and Qwest, while about 15% are located in the terri-
tories of mid-sized price-cap companies such as CenturyLink,
Windstream and Frontier." While current funding supports
phone service to lines served by price-eap carriers, the amounts
do not provide an incentive for the costly upgrades that may be
required to deliver broadband to these customers."

In addition, current oversight of the specific uses of High~Cost
support is limited. While some states require both incumbents

High-Cost Program Recipients

shift costs from rural to urban areas, from residential to business
customers, and from local to long distance service.

Unfortunately, the current regulatory framework will not
close the broadband availability gap. A comprehensive reform
program is required to shift from primarily supporting voice
communications to supporting a broadband platform that en-
ables many applications, including voice. This reform must be
staged over time to realign these systems to support broadband
and minimize regulatory uncertainty for investment.

The goal of reform is to provide everyone with affordable
voice and broadband. The reforms must be achieved over
time to manage the impact 011 consumers, who ultimately pay
for universal service. The FCC should target areas that are
currently unserved, while taking care to ensure that consum-
ers continue to enjoy broadband and voice services that are
available today. Given that USF is a finite resource, the FCC
should work to maximize the number of households that can be
served quickly, focusing first 011 those areas that require lower
amounts of subsidy to achieve that goal, and over time address-
ing those areas that are the hardest to serve, recognizing that
the subsidy required may decline in the future as technology
advances and costs decline. Ongoing support should be pro-
vided where ll€c€ss3Ily.

Sudden changes in USF and ICC could have unintended
Co1ls€qll€I1c€s that slow progress. Success will come from a
clear road map for reform, including guidance about the timing
and pace of changes to existing regulations, so that the private
sector can react and plan appropriately.

Stage One of this comprehensive reform program starts with
building the institutional foundation for reform, identifying
funding that can be shifted immediately to jumpstart broad-
band deployment in unserved areas, creating the framework
for a new Connect America Fund and a Mobility Fund, estab-
lishing a long-term vision for ICC, and examining middle-mile
costs and pricing (see Chapter 4). In Stage Two, the FCC will
begin disbursements from the CAF and Mobility Fund, while
implementing the first step in reducing intercarrier compensa-
tion rates and reforming USF contribution methodology. Stage
Three completes the transformation of the legacy High-Cost
program, ends support for voice-only networks and completes
reforms on ICC.

Before going into the details of this plan, it is important
to consider the unique characteristics of each system in
more detail.

Rate-of-Return Carriers-Incumbent telephone companies that
are given the opportunity to earn an 11.25%  rate of return on
their interstate services.

Price-Cap Carriers-Incumbent telephone companies that may

only raise interstate rates on the basis of a formula that considers

expense growth and a productivity growth factor.
I

The High-Cost Pr ogr am Competitive ETCs-Competitive wireline and wireless providers

that are certified by a state utility regulator or the FCC to receive

funds from the High-cost program based on the level of support

provided to the incumbent in a given area.

The High-Cost program ensures that consumers in all parts
of the country have access to voice service and pay rates for
that service that are reasonably comparable to service in urban
areas. The program currently provides funding to three groups
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and competitive ETCs to report on their use of funding for net-
work infrastructure projects," many states do not.8" There is no
uniform framework at the federal level to track the progress of
any infrastructLu'e deployment, broadband-capable or not, that is
subsidized through the use of federal funds.

While the High-Cost program has made a material dif-
ference in enabling households in many high-cost areas of
America to have access to affordable voice service, it will not do
the same for broadband without reform of the current system.

lntercarrier Compensation
ICC is a system of regulated payments in which carriers
compensate each other for the origination, transport and
termination of telecommunications traffic. For example, when
a family in Philadelphia calls Grandma in Florida, the falnily's
carrier usually pays Grandma's carrier a per-minute charge,
which may be a few cents a minute, for terminating the call.
Estimates indicate that this system results in up to $14 billion
in transfers between carriers every year.'*0

The current per-minute ICC system was never designed
to promote deployment of broadband networks. Rather, ICC
was implemented before the advent of the Internet when there
were separate local and long distance phone companies. Local
companies incurred a traffic-sensitive cost to "switch" of'
connect a call from the long distance company to the carrier's
customer. The per-minute 1'ates charged to the long distance
carrier were set above cost and provided an implicit subsidy
for local carriers to keep residential rates low and prolnote
universal telephone service." ICC has not been reformed to
reflect fundamental, ongoing shifts in technology and con-
sumer behavior, and it continues to include above-cost rates.
The current ICC system is not sustainable in an all-broadband
Internet Protocol (IP) world where payments for the exchange
of IP traffic are not based on per-minute charges, but instead
are typically based on charges for the amount of bandwidth
consumed per month.

The current ICC system also has fundamental problems that
create inefficient incentives. First, terminating rates are not
uniform despite the uniformity of the function of terminating a
call, which leads to unproductive economic activity. Rates vary
from zero to 35.9 cents per minute," depending on the jurisdic-
tion of the call, the type of traffic" and the regulatory status of
the terminating carrier.*4 Rate differences lead to arbitrage op-
portunities such as phantom traffic, in which traffic is masked
to avoid paying the terminating carrier intercarrier compen-
sation entirely, and/or redirected to make it appear that the
call should be subject to a lower rate.45 Such behavior leads to
disputes and underpayment to the terminating carrier.

Most ICC rates are above incremental cost, which creates
opportunities for access stimulation, in which carriers artifi-
cially inflate the amount of 111i11utes subject to ICC payments.
For example, companies have established "free" conference
calling services, which provide free services to consumers while
the carrier and conference call company share the ICC rev-
enues paid by interexchange carriers.4° Because the arbitrage
opportunity exists, investment is directed to free conference
calling and similar schemes for adult entertainment that
ultimately cost consumers money, 47 rather than to other, more
productive endeavors.

Broadband providers have begun migrating to more effi-
cient IP interconnection and compensation arrangements for
the transport and termination of IP traffic. Because providers'
rates are above cost, the current system creates disincentives
to migrate to all IP-based networks. For example, to retain ICC
revenues, carriers may require an interconnecting carrier to
convert Voice over Internet Protocol (VoIP) calls to ti1ne-divi-
sion multiplexing in order to collect intercarrier compensation
revenue. While this may be in the short-term interest of a
carrier seeking to retain ICC revenues, it actually hinders the
transformation of America's networks to broadband."

ICC may be stalling the development of the broadband eco-
system in other ways as well. For example, there are allegations
that regulatory uncertainty about whether or what intercarrier
compensation payments are required for VoIP traffic," as well
as a lack of uniform rates, may be hindering investment and the
introduction of new IP-based services and products."

Moreover, fewer terminating minutes ultimately mean a
smaller revenue base for intercarrier compensation. According
to FCC data, for example, total minutes fuse of incumbent
carriers decreased from 567 billion minutes in 2000 to 316
billion minutes in 2008, a drop of 56%.51 Price-cap carriers
have no means of increasing per-minute rates to offset these
declines. Even rate-of-return carriers, who are permitted to
increase per-minute rates so they have the opportunity to earn
their authorized rate of return, acknowledge that the current
system is "not sustainable" and could lead to a "death spiral" as
higher rates to offset declining minutes exacerbate arbitrage
and non-payment.52 As the small carriers recognize, revenues
are also decreasing due to arbitrage and disputes over payment
for VoIP traffic.5"

The continued decline in revenues and free cash flows at un-
predictable levels could hamper carriers' ability to implement
network upgrade investments of* other capital improve-
ments. Any consideration of how government should provide
supplemental funding to companies to close the broadband
availability gap should recognize that ICC revenue is an impor-
tant part of the picture for some providers.
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Special Access Policies >

>

High~capacity dedicated circuits are critical inputs in the pro-
vision of fixed and mobile broadband services in rural America.
Special access circuits connect wireless towers to the core net-
work,5"* provide fiber optic connectivity to hospitals and health
centers,55 and are sometimes the critical broadband link that
traverses up to 200 miles between a small town and the nearest
Internet point of presence." The law requires that the rates,
terms and conditions for these circuits be just and reasonable."

The rates that firms pay for these critical middle- and
second-mile connections have an impact on the business case
for the provision of broadband in high-cost areas. Small local
exchange carriers, wireless firms and small cable companies
typically purchase these connections from other providers. it
may well be the case that the cost of providing these circuits
is so high that there is no private sector business case to offer
broadband in some areas, even if the rates, terms and condi-
tions are just and reasonable.

High-Cost funds today are generally distributed 011 the basis
of loop and switching costs and not the cost of middle-mile
transport of voice traffic. Because data traffic is aggregated
011 backhaul facilities, per-customer middle-mile costs will
increase significantly as consumers and businesses use their
broadband connections more."

It is not clear whether the high costs of middle-mile con-
nectivity in rural areas are due solely to long distances and low
population density, so 01' also reflect excessively high special ac-
cess prices as some parties have alleged." The FCC is currently
examining its analytic framework for regulating special access
services generally (see Chapter 4). Because of the link between
middle- and second~mile costs and special access policies, the
FCC's review of its special access policies should be completed
in concert with other aspects of this reform plan.

>

Maximize broadband availability. USF resources are finite,
and policymakers need to weigh tradeoffs in allocating
those resources so that the nation "gets the most bang for
its buck." The objective should be to maximize the number
of households that are served by broadband meeting the
National Broadband Availability Target."
Nojlash czzls. New rules should be phased in over a reason-
able time period. Policymakers must give service providers
and investors time to adjust to a new regulatory regime.'*'*
Reform requires federal and state coordination. The
FCC should seek input from state commissions 011 how
to harmonize federal and state efforts to promote broad-
band availability.°5

These guiding principles will inform a long-term plan for
reform that will unfold over a decade (see Ezdiibit 84F). This plan
balances the need to direct more capital to broadband networks,
particularly in high-cost areas, while recognizing the significant
role that the private sector plays in broadband deployment.

One variable that will impact the pace of broadband avail-
ability is the time it will take to implement various reforms.
The proposed reforms on the timeline presented could enable
the buildout of broadband infrastructure to more than 99% of
American households by 2020. Any acceleration of this path
would require more funding from Congress, deeper cuts in
the existing USF program or higher USF assessments, which
ultimately are borne by consumers. While this plan makes the
best use of the assets the country currently has to advance the
availability of broadband, a more aggressive path is available if
Congress SO chooses.

Before discussing the reforms in Stage One to advance
broadband availability, we address administrative reforms to
improve the management and oversight of USF.

Comprehensive Reform RECOMMENDATION 8.1: The FCC should improve Univer-
sal Service Fund (USF) performance and accountabilityAs federal and state regulators have recognized, the federal

USF must be modernized to support the advanced broadband
networks and services of the future-and must be modernized
quickly, in a way that will accelerate the availability of broad-
band to all A1nericans.°1 Closing the broadband availability
gap requires comprehensive reform of the USF High-Cost
program, as well as consideration of ICC and an examination
of special access costs and pricing. These actions should be
consistent with a set of guiding principles:

Support broadband deployment directly The federal govern-
ment should, over time, end all financial support for networks
that only provide "Plain Old Telephone Service" (POTS) and
should provide financial support, where necessary and in an
economically efficient manner, for broadband platforms that
enable many applications, including voice."2

>

The Universal Service Administrative Company (USAC),
a not-for-profit subsidiary of the National Exchange Carrier
Association (NECA), serves as the day-to-day administrator
of USE working under FCC direction. As part flits overall
effort to make the FCC more open and transparent, data-
driven and a model of excellence in government, the FCC is
reviewing its oversight of the funds it administers to determine
whether changes are necessary to improve efficiency and
effectiveness. USF is part of that review and includes over-
sight and management ofUSAC and all of the universal service
programs. While there is 110 doubt that federal universal service
programs have been successful in preserving and advancing
universal service, it is vital to ensure that these public funds
are administered appropriately.
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Exhibit8-R
Roadmap for
USF/ICC Reform

These new assessment and audit programs will reduce the
cost of USF-related auditsgoing forward and will be more effi-
cient. These changes will also help deter fraud, waste and abuse
and identify levels of improper payments.

As the FCC reforms its USF support and disbursement
mechanisms after the release of the National Broadband

>

>

To provide stronger management and oversight of the
program, the FCC already has begun to implement a number
of changes:

The FCC has moved oversight of the audit program to the
Office of Managing Director and has directed USAC to
revise its audit approach.
The FCC has implemented a new Improper Payments
Information Act (IPIA) assessment program that is tailored
to cover all four USF disbursement programs, measure the
accuracy of payments, evaluate the eligibility of applicants,
test information obtained by participants, and ensure a
reasonable cost while meeting IPIA requirements.
The FCC has implemented a new compliance audit program
for all four USF disbursement mechanisms and contribu-
tors. This audit program takes into account such factors
as program risk elements and size of disbursements. This
audit program is also conducted at a reasonable cost in rela-
tion to program disbursements and reduces unnecessary
burdens on beneficiaries.

>
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for USF/ICF Reform

Adopt framework for
Ioflg-l€l'm irilercarrier
compensation reform, while
implementing interim
measures to curb arbitrage

Adopt rules lo phase out
other competitive ETC
support to zero over five years

Begin implementation of
Sprint/Verlzon Wireless
merger commitments to
reduce their competitive ETC
funding to zero

Adopt rules to move rate-
of-return carriers IO
incentive regulation

Adopt rules to eliminate
Interstate Access Support
and re-target landing
levels lo broadband

.91 .ii..

4zQ101=2011x z_

Create Connect America
Fund and Mobility Fund

31

-1 v14»
page the.

The FCC should create a Connect America Fund to address the
broadband availability gap in unserved areas and provide any
ongoing support necessary to sustain service in areas that al-
ready have broadband because of previous support from federal
USE The FCC should create a fast-track program in CAF for
providers to receive targeted funding for new broadband con-
struction in unserved areas. In addition, the FCC should create
a Mobility Fund to provide one-time support for deployment of

Stage One: laying the Foundation for Reform (2010-2011)

Plan, it should also ensure that any future enhancements to
the USF program have accountability and oversight provi-
sions built in from the outset. The FCC should also examine
its Memorandum of Understanding with USAC to ensure that
it reflects programmatic changes and evaluate whether any
modifications to its existing relationship with USAC
are necessary.""

Across the four USF programs, there is a lack of adequate
data to make critical policy decisions regarding how to better
utilize funding to promote universal service objectives. For
instance, recipients of USF funding currently are not required
to report the extent to which they use the funding they receive
to extend broadband-capable networks. As the FCC moves
forward on the reforms in the plan, it should enhance its data
collection and reporting to ensure that the nation's funds are
being used effectively to advance defined programmatic goals.

4.

Begin reductions in ICC
rates

Phase out all remaining
competitive ETC support

Implement reformed
contribution methodology

Begin disbursements from
new Connect America
Fund and Mobility Fund

o16)
"85i.age;fi'l_r

Phase out per-minute rates

Eliminate legacy
High-Cost programs
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KG networks (used for both voice and data) to bring all states
to a minimum level of KG availability which will improve the
business case for investment in the rollout of 4th in harder to
serve areas.

In Stage One, a series of actions will identify initial funds to
be shifted from the current High-Cost program to the CAF and
Mobility Funds. The FCC also should establish a glide path to
long-term ICC reform, while taking interim steps to address
phantom traffic and access stimulation to provide the industry
a greater degree of revenue stability and predictability. Because
middle- and second-mile connectivity is a key east component
for broadband service providers in high-cost areas, the FCC
should also examine the rates for high-capacity circuits to
ensure they are just and reasonable.

Throughout the USF reform process, the FCC should solicit
input from Tribal governments on USF matters that impact
Tribal lands."7

>

>

>
>

RECOMMENDATION 8.2: The FCC should create the Con-
ncct America Fund (CAF).

The FCC's long range goal should be to replace all of the
legacy High-Cost programs with a new program that preserves
the connectivity that Americans have today and advances
universal broadband in the 215' century. CAF will enable all
U.S. households to access a network that is capable ofprovid-
ing both high»quality voice-grade service and broadband that
satisfies the National Broadband Availability Target. There
are many issues that will need to be addressed in order to fully
transition the legacy programs into the new fund. The FCC
should create an expedited process"s, however, to fund broad-
band infrastructure buildout in unserved areas with the USF
savings identified below.

As a general roadmap, CAF should adhere to the following
principles:

CAF should onlyprovidefurzding in geographic areas where
there is no private sector business case to provide broadband
and high-quality voice-grade 5ervice.6" CAF support levels
should be based on what is necessary to induce a private
firm to serve an area. Support should be based on the net
gap (i.e., forward looking costs less revenues).7° Those costs
would include both capital expenditures and any ongo-
ing costs, including middle-mile costs, required to provide
high-speed broadband service that meets the National
Broadband Availability Target." Revenues should include
all revenues earned from broadband-capable network in-
frastructure, including voice, data and video revenues,72 and
take into account the impact of other regulatory reforms
that may impact revenue flows, such as ICC, and funding
from other sources, such as Recovery Act grants." The FCC
should evaluate eligibility and define support levels on the

>

basis of neutral geographic units such as U.S. Census-based
geographic areas, not the geographic units associated with
any par titular industry segment."

In targeting funding to the areas where there is no private
sector business case to offer broadband service, the FCC
should consider the role of state high-cost funds in support-
ing universal service and other Tribal, state, regional and local
initiatives to support broadband. Anumber of states have es-
tablished state-level programs through their respective public
utility commissions to subsidize broadband connections, while
other states have implemented other forms of grants and loans
to support broadband invest1nent.75 As the country shifts its ef-
forts to universalize both broadband and voice, the FCC should
encourage states to provide funding to support broadband and
to modify any laws that might limit such support."
There should be at most one subsidizedprovider ofbroad-
bandper geographic area. 77 Areas with extremely low popu-
lation density are typically unprofitable for even a single
operator to serve and often face a significant broadband
availability gap. Subsidizing duplicate, competing networks
in such areas where there is no sustainable business case
would impose significant burdens on the USF and, ulti-
mately, on the consumers who contribute to the USF.
The eI1'gib1'I1'lycriteria for obtaining supporffrom CAF
should be company- and tee/mology-agnost1'c so long as the
service provided meets the speczjications set by the FCC.
Support should be available to both incumbent and coin-
petitive telephone companies (whether classified today as
"rural" or "non-rural"), fixed and mobile wireless providers,
satellite providers and other broadband providers, consis-
tent with statutory requirements." Any broadband provider
that can meet or exceed the specifications set by the FCC
should be eligible to receive support.
T/zeFCC should identzj ways to drive funding to e]§'icienz'
levels, including market-based mechanisms where appropri-
ate, to determine thejirms that will receive CAFsupport and
the amount of support they will receive." If enough carriers
compete for support in a given area and the mechanism is
properly designed, the market should help identify the pro-
vider that will serve the area at the lowest cost.
Recipients ofCAF support must be accountable for its use
and subject to enforceable Tim elinesfor achieving universal
access. USF requires ongoing adjustment and re-evaluation
to focus on performance-based outcomes.The recipients of
funding should be subject to a broadband provider-of-last-
resort obligation." The FCC should establish timelines for
extending broadband to unserved areas. It should define
operational requirements and make verification of broad-
band availability a condition for funding."' The subsidized
providers, should be subject to specific service quality and
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tty Fund.
As discussed i11 Chapter 3, both broadband and access to

mobility are now essential needs, and America should have
healthy fixed and mobile broadband ecosystems. Based on past
experience with mobile wireless, it is not clear that govern-
ment intervention will be necessary to enable a robust mobile
broadband ecosystem in most parts of the country. According
to American Roamer, 3G wireless networks, used for both voice
and data, cover 98% of the population in the United States-
more people than are passed by terrestrial broadband."

However, some states have materially lower KG deploy-
ment than the national average.IFor example, 77% of Alaska's
population is covered by 3G networks, and a mere 71% of West
Virginia's population is covered by KG networks.**4

This lack of coverage is even more significant if one consid-
ers that KG infrastructure will be used in many cases to enable
the rollout of4G networks. U.S. companies will soon embark
011 KG buildouts, expecting to reach at least 94% of the U.S.
population by 2013.85 The KG footprint is likely to mirror
closely the KG footprint, because providers will use their exist-
ing infrastructure as much as possible. But how much this build
will ultimately cost, and exactly which parts of the country it
will cover, or not cover, remains unclear.

Timely, limited government intervention to expand the
availability of KG networks would help states with KG buildout
below the national standard to catch up with the rest of the
nation and improve the business case for KG rollout in harder-
to-serve areas. In addition, expanding KG coverage would
benefit public safety users to the extent that public safety agen-
cies use commercial services. It would benefit public safety by
establishing more cell sites that could be used for a 4»G public-
private broadband network, serving commercial as well as
public safety users.

The FCC should create a Mobility Fund to provide one-time
support for deployment of KG networks, to bring all states to a
minimum level of KG (or better) mobile service availability."
The FCC should select an efficient method, such as a market-
based mechanism, for supporting mobility in targeted areas.

RECOMMENDATION 8.3: TIle FCC should create the Mobil-

AMEI{1CA'S PLAN CIIAPTER 3

reporting requirements, including obligations to report
on service availability and pricing. Recipients of fund-
ing should offer service at rates reasonably comparable
to urban rates.82 The FCC should exercise all its relevant
enforcement powers if recipients of support fail to meet
FCC specifications.
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Throughout the USF reform pro-
cess, the FCC should solicit input from Tribal governments
on USF matters that impact Tribal lands.

In recognition of Tribal sovereignty, the FCC should solicit
input from Tribal governments on any proposed changes to
USF that would impact Tribal lands. Tribal governments
should play an integral role in the process for designating
carriers who may receive support to serve Tribal lands." The
ETC designation process should require consultation with the
relevant Tribal government after a carrier files an ETC applica-
tion to serve a Tribal land. It should also require that an ETC
file a plan with both the FCC (or state, in those cases where a
carrier is seeking ETC designation from a state) and the Tribe
on proposed plans to serve the area.

RECOMMENDATION 8.5:

RECOMMENDATIQN 4 11 : The FCC should design new
USF funds in a tax-efficient manner to minimize the size
of the gap_s7

In certain circumstances, the Department of Treasury's
Internal Revenue Service treats governmental payments to
private parties for the purpose of making capital investments
to advance public purposes as contributions to capital under
section 118 of the U.S. Internal Revenue Code. Such treatment
allows recipients to exclude the payments from income, but re-
duces depreciation deductions in future years. The Department
of Treasury recently issued a ruling that BTOP grants to cor-
porations that are restricted solely to the acquisition of capital
assets to be used to expand the business and that meet a five-
part test would be excluded from income as a no shareholder
contribution to capital under section l18(a).88 Ultimately, the
impact of taxes incurred may depend on the specific details of
how the support is distributed, as well as the profitability of the
service providers that receive support.

The United States currently recognizes 564 American Indian

Tribes and Alaska Native Villages (Tribes).89 Tribes are inherently

sovereign governments that enjoy a special relationship with the

U.S. predicated on the principle of government-to-government

interaction. This government-to-government relationship war-

rants a tailored approach that takes into consideration the unique

characteristics of Tribal lands in extending the benefits of broad-

band to everyone.

Any approach to increasing broadband availability and adop-

tion should recognize Tribaf sovereignty, autonomy and inde-

pendence, the importance of consultation with Tribaf leaders,

the critical role of Tribal anchor institutions, and the community-

oriented nature of demand aggregation on Tribal lands.9°

Tribal Input

86x 8432
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RECOMMENDATION 8.6: The FCC should take action to
shift up to $l5.5 billioll over the next decade from the cur-
rent High-Cost program to broadband through common-
sense ref0rms."2

In Stage One, the FCC should identify near-term opportu-
nities to shift funding from existing programs to advance the
universalization of broadband. These targeted changes are
designed to create a pathway to a more efficient and targeted
funding mechanism for government support for broadband
investment, while creating greater certainty and stability for
private sector investment.

VVhi1e these shifts could move as much as $15.5 billion (pres-
ent value in 2010 dollars) into new broadband programs, they
are not risk-free. Shifting identified funds to support broadband
could have transitional impacts that will need to be carefully
considered. To the extent the FCC does not realize the full
amount of savings described below, it will need to identify addi-
tional opportunities for savings in Stage Two in order to achieve
the National Broadband Availability Target, unless Congress
chooses to provide additional public funding for broadband to
mitigate some offense risks.

First, the FCC should issue an order to implement the vol-
untary commitments of Sprint and Verizon Wireless to reduce
the High-Cost funding they receive as competitive ETCs to
zero over a five year period as a condition of earlier merger
decisions."3 Sprint and Verizon Wireless received roughly $530
million in annual competitive ETC funding at the time of their
respective transactions with Clearwire and Alltel in 2008.
Their recaptured competitive ETC funding should be used to
implement the recommendations set forth in this plan. This
represents up to $3.9 billion (present value in 2010 dollars)
over a decade.

Second, the FCC should require rate-of-return carriers to
move to incentive regulation. As USF migrates from support-
ing voice telephone service to supporting broadband platforms
that can support voice as well as other applications, and as
recipients of support increasingly face competition in some
portion of their service areas,°" how USF compensates carriers
needs to change as well.

Rate-of-return regulation was implemented in the 1960s,
when there was a single provider of voice services in a given
geographic area that had a legal obligation to serve all cue
tamers in the area and when the network only provided voice
service. Rate-of-return regulation was not designed to promote
efficiency or innovation; indeed, when the FCC adopted price-
cap regulation in 1990, it recognized that "rate of return does
not provide sufficient incentives for broad innovations in the
way firms do business."95. In an increasingly competitive mar-
ketplace with unsubsidized competitors operating in a portion

of incumbents' territories, permitting carriers to be made
whole through USF support lessens their incentives to become
more efficient and offer innovative new services to retain and
attract consumers.

Conversion to price-cap regulation would be revenue
neutral in the initial year of implementation, assuming that
amounts per line for access replacement funding known as
Interstate Common Line Support (ICLS) would be frozen
(consistent with existing FCC precedent).9° Over time, how-
ever, freezing ICLS would limit growth in the legacy High-Cost
program 011 an interim basis, while the FCC develops a new
methodology for providing appropriate levels of CAF support
to sustain service in areas that already have broadband.97 This
step could yield up to $1.8 billion (present value in 2010 dol-
lars) in savings over a decade.

The amount of interim savings achieved by freezing ICLS
support during the CAF transition is dependent on the timing
of the conversion to price caps and carrier behavior before the
conversion. There is some chance that rate-of-return carri-
ers could accelerate their investment before conversion to
price caps to lock in higher support per line. Depending on the
details of implementation, such a spike in investment activ-
ity could result i 1 further broadband deployment that would
narrow the broadband availability gap, but could increase the
overall size of the fund.

Third, the FCC should redirect access replacement funding
knovm as Interstate Access Support (IS) toward broadband
deployment." Incumbent carriers received roughly $457 million
in IS in 2009.99 When the FCC created IS in 2000, it said it
would revisit this funding mechanism in five years "to ensure that
such funding is sufficient, yet not excessive.""'° That re-examina-
tion never occurred. Nov in order to advance the deployment of
broadband platforms that can deliver high-quality voice service
as well as other applications and services, the FCC should take
immediate steps to eliminate this legacy program and re-target its
dollars toward broadband. This could yield up to $4 billion (pres-
ent value in 2010 dollars) in savings over a decade.

Freezing ICLS and refocusing IS could have distributional
consequences for existing recipients; individual companies
would not necessarily receive the same amount of funding
from the CAF as they might otherwise receive under the legacy
programs. As the FCC considers this policy shift, it should take
into account the impact of potential changes in free cash flows
on providers' ability to continue to provide voice service and on
future broadband network deployment strategies.

Fourth, the FCC should phase out the remaining legacy
High-Cost support for competitive ETCs."" In 2008, the FCC
adopted on an interim basis an overall competitive ETC cap
of approximately $1.4 billion, pending comprehensive USF
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explicit the FCC's authority to reform intrastate intercarrier
rates by amending the Communications Act in order to reduce
litigation and expedite reform. Following the intrastate rate re-
ductions, the framework should set forth a glide path to phase
out per-minute charges by 2020.

To offset the impact of decreasing ICC revenues, the FCC
should permit gradual increases in the subscriber line charges
(SLC) and consider deregulating the SLC in areas where states
have deregulated local rates."'7

The FCC should also encourage states to complete rebalanc-
ing of local rates to offset the impact of lost access revenues. Even
with SLC increases and rate rebalancing, some carriers may also
need support from the reformed Universal Service Fund to ensure
adequate cost recovery. When calculating support levels under the
new CAF, the FCC could impute residential local rates dart meet
an established benclnnarlc10s Doing so would encourage carriers
and states to "rebalance" rates to move away from artificially low
$8-$12 residential rates that represent old implicit subsidies to
levels that are more consistent with costs.109

As part of comprehensive ICC reform, the FCC should adopt in-
terim rules to reduce ICC arbitrage. The FCC should, for example,
prohibit carriers from eliminating information necessary for a
terminating carrier to bill an originating carrier for a call. Similarly,
the FCC should adopt rules to reduce access stimulation and to
curtail business models that make a profit by artificially inflating
the number of terminating minutes. The FCC also should address
the treatment of VoIP traffic for purposes of ICC.

reform."'2 As the FCC reforms USF to support broadband, it is
time to eliminate ongoing competitive ETC support for voice
service in the legacy High-Cost program.

In some areas today, the USF supports more than a dozen com-
petitive ETCs that provide voice service,'°3 and in many instances,
companies receive support for multiple handsets on a single
family plan. Given the national imperative to advance broadband,
subsidizing this many competitive ETCs forvoiceservice is clear-
ly inefficient."'* The FCC should establish a schedule to reduce
competitive ETC support to zero over five years, which will be
completed in Stage Two. In order to accelerate the phase-down of
legacy support, the FCC could immediately adopt a rule that any
wireless family plan should be treated as a single line for purposes
of universal service funding."05 As competitive ETC support levels
are reduced, this funding should be redirected toward broadband.
This could yield up to $5.8 billion (present value iii 2010 dollars)
in savings over a decade.

Depending 011 the details and timing of implementation,
these actions collectively will free up to $15.5 billion (Present
value in 2010 dollars) in funding from the legacy High-Cost
program between now and 2020. In addition to funding the
CAF, the savings identified should be used to implement
a number of USF and ICC recommendations in this plan.
Approximately $4 billion (present value in 2010 dollars) will go
to a combination of activities including the new Mobility Fund,
potential revenue replacement resulting from intercarrier
compensation reform, expanding USF support for health care
institutions up to the existing cap, enabling E-rate funding to
maintain its purchasing power over time, and conducting pilots
for a broadband Lifeline program. The remaining amount, up
to $11.5 billion (present value in 2010 dollars), can be expressly
targeted to supporting broadband through the CAF so that no
one is left behind.

RECOMMENDATION 8 I, The FCC should examine middle-

RECOMMENDATION 8.7: The FCC should adopt a framework
for long-term intercarrier compensation (ICC) reform that
creates a glide path to eliminate per-minute charges while
providing carriers an opportunity for adequate cost recovery,
and establish interim solutions to address arbitrage.

mile easts and pricing.
As discussed above, the cost of second- and middle-mile

connectivity has a direct impact on the cost of providing broad-
band service in unserved areas of the country As a result, there
is a direct link between whether the FCC's policies regarding
the rates, terms and conditions of special access services are ef-
fective and the funding demands that will be placed on the new
CAF. It may be the case that the cost of providing these circuits
in areas supported by CAF is so high that there is 110 private
sector business case to offer broadband services, even if the
rates, terms and conditions are just and reasonable. An exami-
nation ofiniddle-mile costs and pricing should occur in concert
with the comprehensive USF/ICC reform program.

During Stage One, the FCC should establish a framework
for phased reform of ICC to eliminate current distortions that
are created by recovering fixed network costs through per-
minute rates for the origination and termination of traffic. The
FCC also should provide carriers the opportunity for adequate
cost recovery.

The first step of the staged reform should move carriers'
intrastate terminating switched access rates to interstate
terminating switched access rate levels in equal increments
over a period of two to four yearsfof' The FCC has authority to
establish a new methodology for ICC, but Congress could make

Stage Two: Accelerating Reform (2012-2016)
In Stage Two, the FCC will need to take further steps and an-
swer a number of questions in order to accelerate reform of Rh e
High-Cost program and ICC. Some have proposed other ways
that current High-Cost funding could be shifted towards broad-
band without having a deleterious effect on existing network
deployment or operations."° The FCC should exalnine the
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others urge the FCC to assess broadband connections through
a hybrid numbers- and connections-based approach."5 Some
parties suggest that the FCC should explore some method of
assessing entities that use large amounts of bandwidth."6 Some
suggest that broadband should not be assessed because that
would lessen broadband adoption, or that residential broadband
should be exempted."7

As the FCC establishes the CAF, it also should adopt revised
contribution methodology rules to ensure that USF remains
sustainable over time. Whichever path the FCC ultimately
takes, it should take steps to minimize opportunities for arbi-
trage as new products and services are developed and remove
the need to continuously update regulation to catch up with
technology and the market.

potential costs and benefits of additional ways to shift funding
from the legacy High-Cost program to the CAF.

Implementation decisions in Stage Two will impact the
speed with which broadband service is available throughout
the United States and the overall cost of filling the broadband
availability gap. TWO critical issues will be to determine what
ongoing support is necessary to sustain areas that already in eat
the Nationai Broadband Availability Target due to current
USF subsidies, and h.ow rights and responsibilities should be
modified when the incumbent is not the broadband provider-
of-last-resort for a particular geographic area.'"

During this phase, the FCC will begin distributing support
from CAF, with an initial focus 011 extending broadband to
unserved areas. Intrastate rates for ICC will be lowered over
several years to interstate levels, and competitive ETC support
will be phased out. The FCC should also stabilize USF for the
future by expanding the USF contribution base.

RECOMMENDATION 8.11: The FCC should begin a staged

The FCC should begin making
disbursements frown the CAF.

Once the FCC completes rulemakings to establish the
parameters of the new CAF, it should begin to distribute CAF
funding to discrete geographic areas that contain unserved
households. The FCC potentially could focus first on those
states that have a higher absolute number or percentage of
unserved housing units per capita, or those states that provide
matching funds for broadband construction.

RECOMMENDATION 8.9:

RECOMMENDATION 8.10: The FCC should broaden the
universal service contribution base.

tra11sitio11 of reducing per-minute rates for intercarrier
compensation.

The comprehensive ICC reforms adopted in Stage One
should be implemented in Stage 'I`wo. The FCC should begin by
reducing intrastate rates to interstate rate levels in equal incre-
ments over a period of time. The FCC should also implement
interim solutions to address arbitrage, which will help offset
revenue losses from the reduction in intrastate rates.

The FCC should continue the staged reduction of per-
minute rates adopted as part of the comprehensive ICC reform.
After reducing intrastate rates, the FCC could, for example,
reduce interstate rates to reciprocal compensation rate levels
for those carriers whose interstate rates exceed their recipro-
cal compensation rates, and reduce originating access rates in
equal increments. Doing so would transition all ICC terminat-
ing rates to a uniform rate per carrier, which is a11 important
step to eliminate inefficient economic behavior. The rate
reduction in a staged approach will give carriers adequate time
to prepare and make adjustments to offset the lost revenues.

Stage Three: Completing the Transition (2017-2020)

Today, federal universal service funding comes from as-
sessments on interstate and international end-user revenues
from telecommunications services and interconnected VoIP
services. Service providers typically pass the cost of these as-
sessments on to their customers.

The revenue base for universal service contributions-tele-
communications services-has remained flat over the last
decade, even though total revenues reported to the FCC by
communications firms grew from $335 billion in 2000 to more
than $430 billion in 2008.112 Broadband-related revenues are
projected to grow steadily over time.*13

Service providers are increasingly offering packages that
"bundle" voice and broadband and deliver them over the same in-
frastructure. Assessing only telecommunications services revenues
provides incentives for companies to characterize their offerings as
"information services" to reduce contributions to the fund.

There is an emerging consensus that the current contribu-
tion base should be broadened, though with differing views
on how to proceed. Some parties urge the FCC to expand the
contribution base to include broadband revenues,"* while

In Stage Three, the FCC should complete the transition with an
emphasis on measurement and adjustment. To the extent there
remain a small number of households that still do not have ser-
vice meeting the National Broadband Availability Target, the
FCC should consider alternative approaches to extend service
to those areas.

RECOMMENDATION 8.12: The FCC shou.ld manage the total
size of the USF to remain close to its current size (in 2010
dollars) in order to minimize the burden ofincreasiug uni-
versal service contributions 011 consumers.

Unrestrained growth of the USE regardless of reason, could
jeopardize public support for the goals of universal se1'vice."8
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consumer subsidies for satellite service. Another approach
would be to provide a limited waiver of the requirement to offer
broadband to providers that demonstrate that it is economical-
ly or technically infeasible to upgrade a line to offer broadband
service,'22 while ensuring that consumers are able to continue
to receive the high-quality voice service that they enjoy today.

RECOMMENDATIUN 8.14: The FCC should continue

The USF has grown from approximately $4.5 billion in 2000 to a
projected $8.7 billion in 2010."9 Portions of the USF are already
capped, and with the implementation of the interim competitive
ETC cap for the High-Cost program in 2008, the only significant
parts of the fund that remains uncapped are the Low Income
program and a part of the High-Cost program that provides access
replacement funding (ICLS) to small, rate-of-return carriers.

The FCC'sLow Income program has grown significantly
in the last year,12" in large part due to the efforts of companies
to create targeted offerings for Lifeline recipients. Since Low
Income support comes from an uncapped fund for which eli-
gibility is determined by need, future demand for Low Income
support will likely depend on many factors, including the state of
the economy, the efficacy of outreach efforts, the level of subsidy
provided, the price elasticity of demand among low-income
households, the number and type of eligible service offerings and
the evolution of consumer demand.

The FCC needs to proceed with measured steps to assure
that as it advances the nation's broadband goals, it does not in-
crease the USF contribution factor, which is already at a public
historic high. Unless Congress chooses to provide additional
public funding to accelerate broadband deployment, the FCC
should aim to keep the overall size of the fund close to its cur-
rent size (in 2010 dollars), while recognizing that the uncapped
parts of USF may continue to grow due to factors outside the
scope of this p13n.121 As the FCC implements the recommenda-
tions of the plan, it should evaluate innovative strategies to
leverage the reach of existing governmental support programs
and evaluate whether to adjust the relative proportion of
supply-side versus demand-side subsidies over time.

reducing ICC rates by phasing out per-minute rates for the
origination and termination of telecommunicationstraffic.

The elimination of per-minute above-cost charges should
encourage carriers to negotiate alternative compensation arrange-
ments for the transport and termination of voice and data traffic.
Given that there may be market power for teuninating traffic, the
FCC should carefully monitor compensation arrangements for
IP traffic as the industry transitions away from per-minute rates,
particularly in areas where there is little or no competition, to
ensure that such arrangements do not harm the public interests"

RECOMMENDATION 8.13: The FCC should eliminate the
legacy High~Cost program, witll all federal government
funding to support broadband availability provided through
the CAF.

By 2020, the "old" High-Cost program will cease operations,
and service providers will only receive support for deployment
and provision of supported services (i.e., broadband that offers
high-quality voice) through the CAR

The FCC should set a deadline for recipients ofUSF to o*fcr
supported services. As noted above, based on current terrestrial
technology providing broadband to the 250,000 housing units with
the highest gaps accounts for approidmately $14 billion of the total
investment gap, which represents an average cost of $56,000 per
housing unit to serve the last two-tenths off% of all housing units.

The FCC should consider alternative approaches, such as
satellite broadband, for addressing the most costly areas of
the country to minimize the contribution burden on consum-
ers across America. The FCC could consider means-tested

111 summary, this roadmap for comprehensive universal
service and ICC reform over the next decade represents a criti-
cal first step to ensure that all people in the United States have
access to affordable broadband. To begin turning this roadmap
into reality, the FCC will embark on a series of rulemakings to
seek public comment and adopt rules to implement this reform.
Although these proceedings will need to make specific deci-
sions on implementation details, this plan sets forth a clear
vision for the end state we seek to achieve as a nation-preserv-
ing the connectivity that Americans have today and advancing
universal broadband in the 21" century.

Achieving this vision will not happen automatically. Indeed,
significant changes to the existing regulatory structure will
need to be made, including adjustments to existing USF sup-
port mechanisms to redirect funding away from supporting
single-purpose voice telephone networks and toward support-
ing integrated, multifunctional broadband platforms in a more
efficient manner. Additional capital must be directed toward
broadband infrastructure. The plan sets forth a pathway to
shift up to $15.5 billion (present value in 2010 dollars) over
the next decade from the existing USF High-Cost program
to broadband, with up to $11.5 billion specifically focused on
broadband deployment in unserved areas. By implementing
this plan as written, broadband will be available to more than
99% of the people in the United States by 2020.

This plan is not without risk. The baseline estimates that
form the foundation for this plan are subject to a number of
assumptions, most notably relating to the timing and outcome
of regulatory proceedings. 124 The timing of some shifts such
as implementation of the voluntary commitments from Sprint
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flexibility, and ensure significant capital available for broad-
band, Congress should act.

and Verizon Wireless to give up their competitive ETC fund-
ing is known, while the timing of other changes that could yield
savings is not.

The FCC's ability to shift funds from existing programs to
broadband assumes that shifting the identified money from
voice service to broadband will not negatively impact company
operations or future deployment strategies.

The gap estimates assume that the FCC implements an
effective market-based mechanism to determine who should
receive support and the level of that support, and that the
market-based mechanism is designed in a way to target support
first to those areas that require only support for new construc-
tion. The estimates also assume that the market mechanism
will fund the areas requiring the least amount of support first,
thus connecting the most housing units as quickly as possible.
In some areas of the country, however, the number of inter-
ested parties maybe insufficient to implement a market-based
mechanism, and the FCC therefore may need to use an alterna-
tive approach to drive subsidies to efficient levels.

The plan does not estimate the amount of support that may
be necessary to sustain broadband service in those areas where
it already is available. The estimates focus 011 the investment
gap to make broadband capable of delivering high-quality
voice universally available in unserved areas. While the FCC
will initially target CAF funding toward unserved areas, the
objective over time is to develop a mechanism that supports the
provision of affordable broadband and voice in all areas, both
served and unserved, where governmental funding is necessary.
The amount of support ultimately required for those areas that
currently are served through the receipt of universal service
subsidies will depend on many factors, including the evolution
of market demand, the precise distribution mechanism select-
ed, and the achievement of efficiencies in an IP-based network.
To the extent an incumbent rate-of-return company is not the
designated broadband provider-of-last-resort for its entire
territory, for instance, the FCC would need to determine how
changing support levels would impact service to consumers and
how to address the costs of past network investments.

The fact that many questions remain to be answered should
not stop the nation from starting down the road to universal
broadband. There will be ample opportunity to adjust in the
years ahead.

To accelerate broadband deploy-
ment, Congress should consider providing optional public
funding to the Connect America Fund, such as a few billion
dollars per year over a two to three year period.

If Congress were to provide such funding in a timely
manner, it would enable the FCC to achieve more quickly
the objectives set forth in the plan for universal broadband,
without having to obtain such funding through the current USF
contribution mechanism. Since consumers and businesses bear
both the USF contribution burden and the general tax burden,
additional public funding would draw money for deployment
from the same parties that contribute today, but potentially
with less relative impact on vulnerable populations that may
have lower broadband adoption rates than the general popula-
tion.125 Additional funding would allow the country to achieve
the National Broadband Availability Target faster and ease
the glide path for implementing other reforms in this plan by
removing regulatory uncertainty over USF and ICC revenue
streams potentially available for further broadband deploy-
ment. In addition, in the event additional funding becomes
available, whether through new government funding or careful
management of existing funds, that funding could be used to
build upon lessons learned from successful Lifeline broadband
pilots and expand innovations in the E-rate and other programs
to support community institutions (see Chapters 9 and 11).

Although the plan sets forth a vision to achieve universal
broadband, no one can accurately foresee every potential mar-
ket dynamic between now and 2020, nor would it be possible
for the plan to accurately predict how private sector investment
may occur in the future. The precise timing to achieve universal
availability will depend on multiple variables, many of which
are beyond the control of regulators. Technology, markets and
the industry can and will change. One thing that we can reliably
predict is that the world in 2020 will be different than what we
envision today. But the fact that the FCC may need to make
mid-course corrections along the way does not change the over-
arching national policy imperative-the need for a connected,
high-performance America. For the nation to achieve this goal,
the steps outlined in this plan must be taken promptly.

RECOMMENDATION 8.15:

Accelerating Broadband Deployment
Active management of the entire USF program by the FCC as
described in this plan is the best way to mitigate these risks
going forward. To speed deployment, provide the FCC greater
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8.4 OTHER
GOVERNMENT
ACTIONS TO PROMOTE
AVAILABILITY
Other Federal Financing
Congress should also consider measures to provide greater
flexibility to the Rural Utilities Service (RUS) and other
agencies in order to provide additional financing solutions to
advance broadband availability.

connectivity to Tribal headquarters or other anchor institu-
tions, deployment planning, infrastructure buildout, feasibility
studies, technical assistance, business plan development and
implementation, digital literacy, and outreach.12*' In addition,
a portion of the fund should be allocated to provide small,
targeted grants on an expedited basis for Internet access
and adoption programs fz" The fund should be administered
by NTIA in consultation with the FCC and the Bureau of
Indian Affairs.

In order to provide state-of-the-art services to Tribal
communities and promote the deployment of high-capacity
infrastructure on Tribal lands, Congress should consider
providing ongoing public funding for federal facilities serving
Tribal lands in order to upgrade and maintain their broad-
band infrastructure. Telecommunications infrastructure
at federal facilities located on Tribal lands frequently has
limited broadband capacity130

Consistent with Recommendation 6.8, which encourages
government entities to actively seek out and leverage "dig
once" coordination opportunities, all federal agencies that
upgrade network connectivity on Tribal lands should coordi-
nate such upgrades with Tribal governments and the Tribal
Broadband Fund grant-making process to exploit opportuni-
ties for joint trenching, laying of conduit or construction of
additional fiber optic facilities.131

RECOMMENDATION 8.16: Congress should consider ex-
panding combination grant-Ioan programs.

Most easting funding mechanisms for telecommunications

infrastructure, such as those run by RUS, are designed to provide
funds via loans, loan guarantees or grants. Recovery Act funding
and RUS's Farm Bill Broadband Program and Distance Learning
Program have allowed some combinations. To optimize use of
taxpayer dollars, more funding should be directed to such com-
binations. By allowing agencies like RUS to structure funding as
combinations of loans, grants and guarantees,12° they can select
the most efficient use of taxpayer dollars while simultaneously
providing service providers a one-stop financing solution.

HECOMMENDATION 8.17: Congress should consider ex-
panding the Community Connect program.

The Community Connect program, administered by RUS,
is intended to provide funding for broadband to communities
that are otherwise unserved. The program had $13.4 million in
funding available in 2009,127 while demand for program funding
runs into the hundreds of millions of dollars, principally from
communities that are too slnalI to attract interest from private
capital. To meet the needs of such communities, Congress
should consider expanding the Community Connect program
(both in size and in the scope of its eligibility criteria) to be
more inclusive in serving such communities.

Broadband on Tribal Lands

l

I

RECOMMENDATION 8.18: Congress should consider es-
tablishing a Tribal Broadband Fund to support sustainable
broadband deployment and adoption in Tribal lands, and all
federal agencies that upgrade connectivity on Tribal lands
should coordinate such upgrades with Tribal governments
and the 'I`ribaI Broadband Fund grant-making process.

Tribal lands face unique connectivity challenges (see Box
8-4). Grants from a new Tribal Broadband Fund would be used
for a variety of purposes, including bringing high-capacity

I

I

Available data, which are sparse, suggest that less than 10%

of residents on Tribal lands have broadband available.'32 The

Government Accountability Office noted in 2006 that "the rate

of Internet subscribership [on Tribal lands] is unknown because

no federal survey has been designed to capture this informa-

tion for Tribal lands."133 But, as the FCC has previously observed,

"[b]y virtually any measure, communities on Tribal lands have

historically had less access to telecommunications services than

any other segment of the population/"3'

Many Tribal communities face significant obstacles to the

deployment of broadband infrastructure, including high buifd-

out costs, limited financial resources that deter investment

by commercial providers and a shortage of technically trained

members who can undertake deployment and adoption plan-

ning.135 Current funding programs administered by NTfA and RUS

do not specifically target funding for projects on Tribal lands and

are insufficient to address aft of these challenges.'3°  Tribes need

substantially greater financial support than is presently avail-

able to them, and accelerating Tribaf broadband deployment will

require increased fu nding.'37
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Before the
FEDERAL COMMUNICATIONS COMMISSION

Washington, D.C. 20554

In the Matter of EXHIBIT

High-Cost Universal Service Support

Federal-State Joint Board on
Universal Service

UMIHEU

Lifeline and Link Up WC Docket No. 03-109

Universal Service Contribution
Methodology

CC Docket No. 06-122

Numbering Resource Optimization CC Docket No. 99-200

Implementation of the Local
Competition Provisions of the
Telecommunications Act of 1996

CC Docket No. 96-98

Developing a Unified Intercarrier
Compensation Regime

CC Docket No. 01-92

Intercarrier Compensation for ISP
Bound Traffic

CC Docket No. 99-68

IP-Enabled Services

)
)
) WC Docket No.05-337
)
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)
)
)
>
)
>
)
)
)
)
)
)
)
)

)
)
)
)
)
)
w

WC Docket No. 04-36

REPLY COMMENTS
OF THE ARIZONA CORPORATION COMMISSION

1. Introduction

The Arizona Corporation Commission ("Arizona Commission") is a
constitutionally created agency with authority over the provision of telecommunications
services in Arizona. The Arizona Commission submits these Reply Comments in
response to the proposals contained in the Federal Communications Commission's
("FCC") Further Notice of Proposed Rulemaking ("FNOPR") released on November 5,
2008. We appreciate the opportunity to comment on the reform proposals set forth in the
Attachments to the FCC's November 5, 2008 Order. We urge the FCC not to adopt the
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proposals set forth in the
modification.

Attachments to the FCC's Order without significant

We commend the FCC for taking action to reform both the Federal Universal
Service Fund and Intercarrier Compensation rules. Meaningful reform proposals in
these areas should at a minimum encompass the following principles:

1) Similar classification and treatment for similar services,

2) More reliance upon State expertise and market knowledge in the areas of
Intercarrier Compensation and Universal Service Support,

3) A clear understanding of the impact of the various reform proposals before
they are adopted,

4) Fair treatment as between states, carriers and consumers of USF receipts
and distributions,

5) Reliance upon State discretion as opposed to a one-size-fits-all reform
approach, and,

6) Preemption only on a case by case basis where warranted.

The Arizona Commission's silence on an issue should not be construed as
agreement with any particular proposal. There simply is not enough time to comment on
all of the issues raised with respect to the comprehensive reform proposals. Finally, the
Arizona Commission's comments are primarily in reference to the Chairman's Proposal
contained in Attachment to the FNOPR.

The Arizona Commission's Reply Comments will focus upon the following three
broad areas: (1) the appropriate regulatory treatment of IP]-services, (2) reform of the
federal universal service fund, and (3) reform of intercarrier compensation rules. We are
particularly concerned with the degree of preemption of State Commission authority in
these areas.

11. Regulatory Framework for IP Services

2
The appropriate regulatory framework for IP-based services is an area of utmost

concern and importance to the Arizona Commission. In the Pulver. com Order , the FCC
found that IP to IP based services were information services. In the Voyage Order3 4

7

1 Internet Protocol,
2 In the Matter of the Petition for Declaratory Ruling that pulvercorn 's Free World Dialup is Neither
Telecommunications Nor a Telecommunications Service, WC Docket No. 03 -45, Memorandum Opinion
and Order (Rel. February 19, 2006).
3 Pulver.com at Para. 11 ("We conclude that FWD is an information service because FWD offers 'a
capability for generating, acquiring, storing, transforming, processing, retrieving, utilizing, or making
available information via telecommunications' Through its server accessible over the Internet, FWD

2
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which addressed VoIP interconnected to the Public Switched Telephone Network
("PSTN"), the FCC refrained from classifying the service as either an information service
or a telecommunications service, but preempted State tariffing and CC&N requirements.
Now, with respect to both nomadic and non-nomadic interconnected VoIP, both
Attachments A (Chairman Martin's proposal) and C (the Alternate Proposal) classify
services that originate calls on IP networks and terminate them on circuit-switched
networks, or conversely that originate calls on circuit-switched networks and terminate
them on IP networks (collectively "IP/PSTN" services) as "information services.9,5

Unfortunately, all this approach is likely to do is result in protracted litigation and
harm consumers. Moreover, the Arizona Commission is uncertain why the FCC would
want to undertake this extreme action which is so clearly inconsistent with federal and
state laws and prior FCC orders. The Arizona Commission believes that it is critical that
the FCC reconsider this portion of both Attachment A and C and classify "IP/PSTN"
service as a "telecommunications service."

The Chairman's Proposed Finding That IP/PSTN Calls Should Be Classified As
"Information Services" Is Not Supportable and Is Inconsistent With Past PSTN
History.

The ACC cannot support the Chairman's proposed finding that IP/PSTN calls
should be classified as "information services". The Chairman primarily bases his
determination on an assumption that such traffic involves a net protocol conversion
between end-users. However, no substantive discussion is provided to support this
conclusion. In fact, the Arizona Commission believes that when IP/PSTN calls are
compared to other technological changes that have occurred in the PSTN, such a
determination is inconsistent with past history and is unsupportable.

This is especially the case with non-nomadic IP-based voice calling such as that
which may originate and/or terminate on either: 1) IP networks such as those deployed by
many cable companies and increasingly by LEC6s as softswitches are deployed as
replacements for traditional circuit switches, or, 2) circuit switched networks.

The Arizona Commission views softswitches are just another of technological
advancement of the PSTN. Over time, the PSTN has evolved from electromechanical
switches to analog stored program control switches to digital switching and now to
softswitches. Signaling has made similar advancements such as the transitions from
E&M7 signaling to in-band signaling such as MFG and then to out-of-band signaling

makes available to its members information that enables them to determine whether other members are
available to talk, information on how to contact other members, and an optional voicemail capability that
enables members to leave messages for unavailable members who have chosen this feature.").

4 In the Matter of Voyage Holdings Corporation, Memorandum Opinion and Order, 19 FCC Rcd 22404
(Rel. November 12, 2004).
5 Appendix A at Para. 209, Appendix C at Para. 204. Appendix C (the Alternate Approach) appears to be
the Chairman's proposal (Appendix A) with some modifications as set forth in ex parte filings contained
therein.
6 Local Exchange Carriers, may be either Incumbent or Competitive in this context.
7 A type of loop signaling for analog telephone circuits that utilizes separate wires or leads to signaling
between network equipment.
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such as SS79. In addition, similar advancements have occurred in the transmission paths
utilized to interconnect the switching nodes of the PSTN (for example, analog trunking to
digital trunking to IP-based trunking) Protocol conversions ll and the concept of
gatewayslz have been inherent to this evolution of the communications network that is
commonly referred to as the PSTN.

10

When a voice call is analyzed from an end-to-end perspective, the introduction of
IP into the PSTN is just another technological advancement and simply not a basis for a
regulatory reclassification of what is clearly a local exchange service from a Title II
telecommunications service to an "information service". By way of example, consider
the following common examples of the types of interconnection and associated protocol
conversion that could occur for a voice call.

Originating end-user over copper cable connected to a digital subscriber loop
device connected to by a TDM Ds-l facility to a digital switch connected by
SONET fiber facilities to a digital tandem connected by digital microwave to
digital switch connected by fiber-to-the-home through a terminal adapter to
the terminating end-user with all switches using SS7 signaling where the
signaling and routing databases are located out-of-state. 13

Originating end-user over copper cable connected to a digital subscriber loop
device connected to by a TDM Ds-l facility to a digital switch connected by
SONET fiber facilities to a digital tandem connected by digital microwave to
a gateway to a softswitch connected by coax-to-the-home through a terminal
adapter to the terminating end-user with all switches using SS7 signaling
where the signaling databases are located out-of-state or IP-based routing.

From an end-to-end analysis perspective, just as the voice telecommunications
service components in example 1 are governed by Title ll so should the IP component in
example 2 be Title II. Both examples make use of differing protocols throughout the call
path and have signaling components that may involve out-of-state elements. It is obvious
there is no basis for the voice service in example 2 to be classified as an "information

8 Multi-frequency signaling utilizes a pair of frequencies for communications between network switches.
9 Signalling System 7 employs a dedicated data circuit to carry packetized messages bout each call
connected between and among switches of the network. Earlier variations had a lower reference number,
such as SS6 for example.
10 This overly simplifies the changes in transmission medium and protocols that may be utilized for the
routing of a call depending upon the facilities interconnecting points within the network, for example, but
not limited to, TDM, analog/digital microwave, fiber-based SONET, Ethernet, ATM, IP, etc.
11 Generally, a protocol defines the rules governing the format and timing of messages that are exchanged
between two devices. Thus protocol conversion permits devices with different protocols to communicate
with each other.
12 Generally an entrance or exit into a communications network. Gateways typically can perform protocol
conversion between dissimilar networks and the routing (or switching) IP calls. Though the tern gateway
is more frequently used in reference to data networks, a line switch module in a digital circuit switch could
also be considered as a gateway from an analog network into a digital network.
13 Intrastate local calls today may involve out of state elements but that has not been reason for such calls to
be moved to the interstate jurisdiction. Similarly, it should not be a cause to classify VoIP calls differently.
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service" and in example 1 as a Title II telecommunications service. A call in both of
these examples begins as an analog voice call and terminates as an analog voice call from
the perspective of the end users.

As the Arizona Commission stated in a January 11, 2006 filing with the FCC:

Analog, digital and soft switches coexist in the network and transparently
deliver voice calls from one caller to another. Similarly the trunk facilities
between switches have been some combination of analog, digital or even
IP-based as technological change has occurred. As the network has
evolved, many different combinations of these technologies and protocol
conversions would have been ut ilized as ca lls  were or iginated and
terminated. Migration to an IP-based network is just one more step in the
evolution of the network. Just as the regulatory classification of voice
telecommunications did not change with these earlier forms of protocol
conversion, use of IP protocol for voice service should not, of itself,
necessitate a change in the form of regulation of the service.14

The critical question appears to be at what level does the protocol conversion take
place. The Act and earlier Commission rulings suggest that the protocol conversion must
take place so as to be apparent at the end user level, and would not encompass protocol
conversions at the transmission level that have exited in the PSTN for years. Protocol
conversions not apparent at the end user level have never before transformed a voice
service from a "telecommunications service" into an "information service".

The Arizona Commission recognizes there may be additional features above and
beyond basic telephony service offered to end-users by a carrier that utilizes softswitches
and an IP network. In those situations, the Arizona Commission believes the additional
features could be viewed as vertical services and an independent determination made as
to the proper regulatory treatment of them. This would be consistent with how the
Commission and the states have viewed custom calling and Advanced Intelligent
Network features for example.

The Chairman's Proposed Finding that IP/PSTN calls are "information services"
conflicts with earlier FCC orders which utilized the "integrated service" approach
to classify a service as an "information" or "telecommunications" service.

In November, 2005, the Arizona Commission filed a petition for clarification and
reconsideration in Docket No. 02-33, with respect to the proper regulatory classification
of DSL service when combined with v0Ip.15 We noted that where underlying DSL or
internet access service is used to provide VoIP, then under the logic used by the FCC in

14 Arizona Corporation Commission Response to Oppositions/Comments of Verizon, AT&T, BellSouth
and Qwest in Docket No, CC Docket No, 02-33 et al..
15 See Arizona Commission Petition for Clarification and/or Reconsideration, filed on November 16, 2005
in In the Matter at Appropriate Framework far Broadband Access to the Internet over Wireline Facilities,
et al.
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its decisions leading up to Brand X16 and ultimately the logic underlying the Supreme
Court's decision in Brand X, the "integrated" service should be classified as a
"telecommunications service" not an "information service." This is because from the end
user's perspective, the service is a telecommunications service, not an information
service.

In Brand X (which cited extensively to the FCC's reasoning contained in its prior
Orders and Reports), the critical point was the integrated character of the offering which
the Court felt reasonably led the FCC to conclude that cable modem service was not a
"stand-alone," transparent offering of telecommunications. Eland X at p. 2704.

At page 14 of the Wireline Broadband Internet Access Service Order, the FCC
stated:

Applying the definitions of 'information service', 'telecommunications,'
and 'telecommunications service," we conclude that wireline broadband
Internet access service provided over a provider's own facilities is
appropriately classified as an information service because its providers
offer a single, integrated service (i.e., Internet access) to end users.

In its Decision affirming the FCC, the Supreme Court at p. 2704 (citing Para. of
the FCC's Cable Modem Declaratory Order) looked only at the high speed wire's use in
connection with Internet access and the information processing capabilities that it
provides:

Seen from the consumer's point of view, the Commission concluded,
cable modem service is not a telecommunications offering because the
consumer uses the high-speed wire always in connection with the
information-processing capabilities provided by Internet access, and
because the transmission is a necessary component of Internet access: "As
provided to the end user telecommunications it is part and parcel of cable
modem service and is integral to its other capabilities."

As illustrated in the passage cited above, the service and functions the end-user
obtained were also critical to both the Court and FCC in determining the ultimate
classification of the combined, integrated service. In the Cable Modem Declaratory
Ruling, the FCC stated at Para. 38: "[c]onsistent with the analysis in the Universal
Service Report, we conclude that the classification of cable modem service turns on the
nature of the functions that the end-user is offered."

With internet access service, the consumer is receiving functions that the meet the
definition of an "information service'.

16 National Cable & Telecommunications Association v. Brana'XInternet Services, 125 S.ct. 2688 (June
27, 2005)("Brana'X").
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That is, like cable modem service (which is usually provided over the
provider's own facilities), wireline broadband Internet access service
combines computer processing, information provision, and computer
interactivity with data transport, enabling end users to run a variety of
applications (e.g., e-mail, web pages and newsgroups). These applications
encompass the capability for ' generating, acquiring, storing, transforming,
processing, retrieving, utilizing, or making available information via
telecommunications," and taken together constitute an information service
as defined by the Act.17

With VoIP, the consumer no longer only uses the high-speed wire in connection
with the information processing capabilities provided by Internet access. VoIP offers the
end-user a transparent transmission path without any change in the form or content of the
information. Further, the content or form of information conveyed is of the user's own
choosing. The transparent ability to transmit information was a critical factor in
distinguishing between "telecommunications services" and "information services" in the
Supreme Court's discussion at p. 2710 of its BrandX decision (citing the Stevens Report
at 11539, Para 79):

The service that Internet access providers offer to members of the public is
Internet access, (cite omitted), not a transparent ability (from the end
user's perspective) to transmit information.

Under this line of cases, since VoIP is the functional equivalent of
telecommunications service, the combined service (DSL plus VoIP) should be classified
as a telecommunications service. "...[T]he statutory definition of 'telecommunications
service' does not 'rest on the particular types of facilities used,..." 8randX at page 2703.

This is also supported by the FCC discussion at Para. 19 of the Wireline
Broadband Internet Access Services NPRM, wherein the FCC discussed at Para. 19 the
distinction between "telecommunications" and a "telecommunications service" which
also supports classification of DSL combined with VoIP as a 'telecommunications
service."

Under this definition, an entity provides telecommunications only when it
both provides a transparent transmission path and it does not change the
form or content of the information. If this offering is made directly to the
public for a fee, it is deemed a 'telecommunications service.' On the other
hand, '[w]hen an entity offers subscribers the 'capability for generating,
acquiring, storing, transforming, processing, retrieving, utilizing or
making available information via telecommunications, it does not provide
telecommunications, it is using telecommunications.

17 Wireline Broadband Internet Access Service Order at Para. 14.
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In summary, to the extent VoIP is combined with DSL, the combined offering
should be classified as a telecommunications service. VoIP (IP/PSTN) should be
classified as a telecommunications service.

The Chairman's Proposed findings that IP/PSTN calls are "information services"
would work a tremendous disservice to consumers.

Classification of VoIP (IP/PSTN) calls as an "information service" would also
work a tremendous disservice to consumers. By inappropriately classifying VoIP
(IP/PSTN) calls as an "information service", the FCC will virtually eliminate all state
oversight over the service.

There is really no difference from the consumer's perspective, between fixed and
nomadic VoIP and traditional telephone service. Moreover, while the Commission uses
its Pulver.com Order to support the classification of VoIP as an information service,
there is really no connection or similarity between the two services. The FCC also cites
to its Vonage Order to support its classification of nomadic and fixed VoIP as an
"information service". But, the FCC did not classify Vonage's services as either a
"telecommunications" service or "information" service in that Order. In addition,
Vonage's services were nomadic in nature and the Court specifically noted that state
preemption was only appropriate until classification of intrastate and interstate calls
became possible. with fixed or non-nomadic VoIP, classification of intrastate and
interstate calls is technologically possible, just as it is with traditional telephone service.
And, since the FCC's IP 911 orders now require customers to provide their current
service address for proper routing of 911 calls, with appropriate OSS enhancements,
jurisdictional determination of calls could more easily be determined.

Because the telecommunications network is evolving to an IP based network at a
rapid pace, if the Chairman's current finding stands, it will mean that State commissions
will likely no longer regulate telecommunications services in the future. This would
result in a very poor outcome for consumers. Further, the availability of State oversight
would also depend upon the type of service the end-user utilizes under the Chairman's
proposal. State consumer protection measures would be available to telephone customers
utilizing traditional circuit-switched networks but not to consumers obtaining service
through an IP based network. The outcome for consumers should not vary based upon
the type of network that is used to provision service.

It is Congress' and the State Legislatures responsibility to determine the role State
commissions are to play with respect to the provision of telecommunications services.
Both Congress and the Arizona Constitution and Legislature have given the Arizona
Commission responsibility over the provision of telecommunications within Arizona.
Further, if a service falls under Title II, it should be subject to Title II protections. If a
service does not fall under Title II, it should not be subject to Title II protections. There
is no legal basis for the FCC to redefine the Act in such a manner which abrogates the
important role afforded to States under the Communications Act. Effective regulation
cannot be accomplished in this manner. The FCC's concern that State commissions will
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impose economic regulation inconsistent with federal policy objectives can and should be
addressed on a case-by-case basis.

The Chairman's Proposal to classify IP/PSTN calls as "information services" is not
competitively neutral.

Finally, the Chairman's proposal to classify VoIP (IP/PSTN) calls as information
services is not competitively neutral. It  would result  in the imposition of Title II
requirements on some telecommunications services and providers but not others. It
would also result in favoring one technology over another, which is also inappropriate.

For the above stated reasons, the Arizona Commission opposes the Chairman's
proposed finding that VoIP (IP/PSTN) calls should be classified as "information
services" and instead recommends that the Commission instead find that IP-based voice
services (in particular non-nomadic services) are a Title II telecommunications service
subject to Commission jurisdiction for interstate calls and to State jurisdiction for
intrastate calls.

111. Federal Universal Service Fund Reform

The Chairman's proposed universal service fund reform proposals do not go far
enough. While some of the Chairman's proposals are commendable, others need further
modification. If the Commission decides to adopt the Chairman's universal service fund
reform proposals, it should first make some significant modification to them.

The Chairman's Broadband USF provisions are in need of modification.

Broadband Transmission should be the service subject to USF support (not Internet
Access Service) and it should be classified as a "telecommunications" service in
order to be eligible for Federal universal service fund receipts.

It is not clear that the FCC has the authority to include broadband service, when
classified as an "information service," within the definition of universal service or subject
to subsidy from the Federal universal service fund. For instance, Section 254(c) of the
Act provides that "Universal service is an evolving level of telecommunications
services that the Commission shall establish periodically under this section, taking into
account advances in telecommunications and information technologies and services."
(Emphasis added). That section of the Act goes on to provide :

The Joint Board in recommending, and the Commission in establishing,
the definition of the services that are supported by Federal universal
service support mechanisms shall consider the extent to which such
telecommunications services-
(A) are essential to education, public health, or public safety,
(B) have, through the operation of market choices by customers, been

subscribed to by a substantial majority of residential customers,
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(C) are being deployed in public telecommunications networks by
telecommunications carriers, and

(D) are consistent with the public interest, convenience and necessity.

Because the FCC has classified broadband as an "information service" in certain
cases, the Act does not appear to envision its inclusion within the definition of services
subject to subsidy from the fund. The Arizona Commission has consistently filed
comments with the FCC since this issue arose advocating that broadband be classified as
a "telecommunications service" since it very clearly falls within the definition of a
telecommunications service. Moreover, classification of broadband as a
"telecommunications service" would resolve many other issues that will continue to
plague the FCC for years to come, until the appropriate classification is made. Carriers
should not be able to pick and choose how a particular service will be classified under the
Act. If the FCC chooses not to reconsider this issue, a carrier that chooses to classify
broadband as an information service may not be entitled to Federal universal service fund
receiptsas the 1996 Act now stands.

Moreover, it is really the transmission service that should be subject to support.
Once the transmission service becomes available, internet access services are available
from multiple sources. Finally, the FCC should reconsider the required speed of the
underlying transmission service in order for the service to be eligible for support.l8
Currently the Chairman has proposed three tiers of broadband service. Basic Broadband
Tier 1 refers to service with download speeds equal to or greater than 768 kbps but less
than 1.5 mbps, and upload speeds greater than 200 kbps. The term Broadband Tier 2
refers to service with download speeds equal to or greater than 1.5 mbps and less than 3
mbps, and upload speeds greater than 200 kbps. Broadband Tier 3 refers to service with
download speeds equal to or greater than 3 mbps, and upload speeds greater than 200
kbps.19 The FCC might consider the following to bring the United States closer to the
speeds of broadband access that residents of other countries currently have available:
Tier l: download speeds less than or equal to 3 mbps and upload speeds less than or
equal to 760 kbps, Tier 2: download speeds less than or equal to 10 mbps and upload
speeds less than or equal 1.5 mbps, Tier 3: download speeds less than or equal to 20
mbps and upload speeds less than or equal to 3.0 mbps.

States should have a more predominant role in the broadband auction process since
ETC status may be impacted.

In order to operate most effectively and achieve maximum benefit, the FCC's
reform measures should allocate oversight responsibility to the States when it makes
sense. Right now, the reform measures do not do that.

with respect to the Chairman's proposed reverse auctions for study areas
unserved by broadband, the Chairman proposes to conduct a reverse auction for the right
to receive high-cost support in an Unserved Study Area. Milestones will be established

"Attachment A at Para. 32.
19 Attachment A at Para. 45.
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for all ETCs receiving high-cost support and failure to achieve any milestone will result
in loss of eligibility for support (and, where the FCC has jurisdiction over the designation
of ETC status, loss of ETC status) for the service areas.

Consistent rules for all ETCs would appear to make the most sense, however, the
support provided needs to be sufficient in order for ETCs to comply with any build-out
requirements. Under the Chairman's proposal, a study area could conceivably end up
with multiple networks, a situation that would not be in the public interest. An ETC
could also under the Chairman's guidelines lose its high cost support. Since States have
responsibility under the 1996 Act for designating most ETCs within their respective
jurisdictions, States should make any determinations regarding carrier receipt of high cost
support. Therefore, it would seem to be a better approach to allow the State the
opportunity to carry out the actual auction process subject to the FCC guidelines. Under
the Chairman's proposal, all ETCs must offer broadband Internet access service to all
customers in their supported service areas as a condition of receiving universal service
high-cost support.2° Clearly, under the Chairman's proposal, ETC status is impacted, and
thus States should therefore have the opportunity to carry out such auctions subject to
FCC guidelines.

States should also have the ability to waive the milestones benchmarks for good
cause shown, and set an alternative schedule. State commissions should have the ability
to perform audits as well as the Inspector General. In this regard, State commissions
should also have full access to all accounting systems, records, reports and source
documents of the service providers and their employees, contractors, and other agents, in
addition to al other internal and external audit reports that are involved, in whole or in
part, in the administration of this program.

Finally, the States can perform other important roles to keep the size of the
Federal fund in check as discussed below.

A permanent cap on universal service support is not an effective reform measure.

The Chairman proposes to place a permanent cap on the amount of universal
service support that is distributed to carriers.21 In order to limit the growth of high-cost
support, the Chairman proposes to cap the overall high-cost fund at the total amount of
high-cost support disbursed by the Universal Service Administrative Company (USAC)
for December 2008 on an annualized basis, net of any prior or past period adjustments.
The Chairman also proposes to freeze each incumbent LEC ETC's individual, annual
high-cost support at the amount of support, on a lump sum basis, that the ETC received in
December 2008 annualized, net of any prior or past period adjustments, on a study area
or service area basis.

20 Attachment A at Para. 22.
21 Attachment A at Para. 16.
22 Id.
23 Id.
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It seems somewhat inconsistent for the Chairman to impose broad-based
infrastructure requirements on ETCs, but then turn-around and cap the high-cost fund at
current levels. It may be that such levels of funding are insufficient for some carriers to
meet the build-out requirements established in Attachment A. Section 254(A) of the Act,
requires that there be "specific, predictable and sufficient Federal and State mechanisms
to preserve and advance universal service." It is not at all clear that this objective or
requirement will be met under the Chairman's proposal.

Moreover, a permanent cap raises other concerns. While the Chairman raises a
legitimate concern regarding the size of the federal universal service fund and the need to
contain its growth in the future, a permanent cap may not be the best way to accomplish
this objective. A cap will essentially freeze in place current levels of support under the
current rules using the current system. This is hardly "reform" in the true sense of the
word. Moreover, a cap is indiscriminate in its operation. It will benefit certain states and
providers over others. For instance, some states may have been more aggressive in
designating competitive ETCs than other states. The more aggressive states will receive
greater USF receipts in the future. State USF receipts should be based upon need and
should be fair as between the various states and carriers.

The Arizona Commission believed the cap to be an interim step until true reform
could be achieved. An indiscriminate cap is not an effective reform measure. Growth of
the fund should be constrained in ways which still allow for sufficient support. A cap
may not do this.

State involvement in ensuring need and accountability for funds received is a better
reform proposal than an indiscriminate cap.

Rather than a cap on the overall high-cost fund and a cap on each incumbent LEC
ETC's individual annual high-cost support, on a lump sum basis, that the ETC received in
December 2008 annualized, the FCC should consider increased State involvement on
funds designated for particular carriers to ensure that there is a need for the funds and that
the carrier is held accountable for its expenditures. This type of measure would be better
than an indiscriminate cap which will only operate to freeze existing levels of support
without regard to need and further will result in some carriers not receiving sufficient
support as required under the 1996 Act. Alternatively, the FCC could allocate funds on a
per state basis based upon the number of high costs access lines in each state. The State
commission could determine need for those funds which would ensure that only carriers
in need of the funds would receive them.

In addition, States could play a role in ensuring that the requirement in the Federal
Act to ensure comparability between local rates in rural areas and urban areas. Section
254(b)(3) provides in this regard:

"ACCESS IN RURAL AND HIGH COST AREAS.- Consumers in all
regions of the Nation, including low-income consumers and those in rural,
insular, and high cost areas, should have access to telecommunications and
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information services, including interexchange services and advanced
telecommunications and information services, that are reasonably
comparable to those services provided in urban areas and that are available
at rates that are reasonably comparable to rates charged for similar
services in urban areas.

The Chairman's proposal does not provide any role for State commissions in this
regard.

The numbers-based contribution methodology proposed by the Chairman is not
limited to interstate services or providers.

The numbers-based contribution methodology proposed by the Chairman has no
relationship to the provision of interstate services contained in Section 254(d) of the Act.
That Section states in part:

Every telecommunications carrier that provides interstate
telecommunications services shall contribute, on an equitable and
nondiscriminatory basis, to the specific, predictable and sufficient
mechanisms established by the Commission to preserve and advance
universal service.

The existing contribution methodology seems sufficient and more closely tracks
the statutory requirement that the federal fund target interstate services. Another concern
with such a drastic change in the contribution methodology is that there was nothing in
Attachment A to indicate what the impact of such a change would be. Before the FCC
proceeds with this drastic change, it should obtain infonnation on what impact this new
contribution methodology would have.

There was also no discussion by the Chairman in his Attachment A as to the
impact of a numbers based contribution methodology upon State universal service funds.
Does the use of a numbers based contribution methodology make it more likely that any
State funds will burden the federal universal service support mechanism, something the
Act prohibits. Thus, will this action have the inadvertent effect of discouraging State
funding mechanisms, a result that would not be in the public interest.

The subsidies provided, whether by way of the Federal Universal Service Fund or
the Subscriber Line Charge ("SLC") should be discretionary. Their application should be
studied and ways to make their impact more competitively neutral should be examined.

In addition, there are issues with respect to exclusion of numbers and the
Chairman's proposal being inconsistent with network resource optimization in some
respects, which need to be reviewed in the comprehensive reform proposal that is
ultimately adotped.
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IV. Intercarrier Compensation Reform

The Ar izona  Commission agrees  tha t  the exis t ing system of intercar r ier
compensation is in dire need of reform. However, the Arizona Commission has concerns
with the intercarrier compensation reform proposals of Chairman Martin because they
appear to be premised in large part upon preemption of State commission authority over
intrastate access and reciprocal compensation rates.

The intercarrier compensation reform proposal of Chairman Martin is premised
upon a reading of Section 251(b)(5) and 252(d) of the Act that is once again the
subject of appeal.

Chairman Martin has premised his comprehensive intercarrier compensation
reform proposal upon a reading of the Act that would require the payment of reciprocal
compensation for all forms of traffic in the future. This new interpretation by the FCC of
Sections 25 l(b)(5) and 252(d) of the Act is already the subject of appeal. Before
proceeding with comprehensive reform based upon its reading of the Act offered up in
response to the Core Mandamus Petition relating to ISP-Bound traffic, the FCC might
want to wait and see if it's most recent interpretation is upheld.

Attachment A's proposal is a one-size-fits-all approach which would impose a
uniform rate on all traffic regardless of the costs involved.

The proposa l conta ined in At tachment  A to the FNOPR for  interca r r ier
compensation reform consists of a ten-year transition plan, with separate stages, designed
to reduce ra tes  over  a  per iod of t ime. At  the end of the t ransit ion per iod,  a ll
telecommunica t ions  t r a ff ic  would be t r ea ted as  if  i t  fell  within the r eciproca l
compensation provisions of section 25l(b)(5) of the Act and States would set the default
reciprocal compensation rates pursuant to a new methodology established by the FCC.

More specifically, in the first stage, intrastate access rates would be reduced to
interstate levels. During stage 2, carriers would reduce their rates to an interim uniform
termination rate, set by the state. During stage 3, the rates carriers charge at the end of
stage 2 will be gradually reduced to the rates that will apply at the end of the transition
period.

One year after the effective date of the FCC's Order, all LECs would be required
to reduce their terminating intrastate switched access rates by 50 percent of the difference
between their intrastate switched access rates and their interstate switched access rates.

Within 2 years from the effective date of the FCC's order, states must adopt a
state-wide interim, uniform reciprocal compensation rate applicable to all carriers. Three
years from the effective date of the FCC's order, the FCC requires that all LECs reduce
their terminating rates by 50 percent of the difference between their current terminating
rate and the interim, uniform reciprocal compensation rate established by the state. Four
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years from the effective date of the FCC's order, all LECs must reduce their terminating
rates by the remaining 50 percent of the difference between their current terminating rate
and the interim, uniform reciprocal compensation rate established by the state so that
their terminating rates equal the state-set interim uniform reciprocal compensation rate.
This rate will then become the starting point for stage three-a six-year gradual downward
transition to the final uniform reciprocal compensation rate.

The Arizona Commission does not support the adoption of a one-size-fits-all
approach with respect to the establishment of reciprocal compensation rates. The rates
established by the state commission should reflect the costs of providing the service for
the particular carriers involved. At a minimum, there should be a distinction between
rural carriers and larger urban providers .

Further, the Arizona Commission is concerned because there has been no
determination made as to the impact upon this sweeping proposal upon affected carriers
and the likely impact upon the universal service fund and local service rates.

Attachment A's comprehensive reform proposal inappropriately preempts State
authority over intrastate access rates.

The FCC does not have authority over intrastate access rates. Nor does the FCC
have authority over the establishment of rates for reciprocal compensation.

Section 152 of the Act reserves State authority over intrastate rates and services:

Nothing in this Act shall be construed to apply or to give the Commission
jurisdiction with respect to (1) charges, classifications, practices, services,
facilities, or regulations for or in connection with intrastate
communications service by wire or radio of any carrier.

By rolling intrastate access charges into Section 25l(b) of the Act, the Chairman
purports to suddenly obtain authority to establish rates for this intrastate service.
However, this is not a plausible reading of Section 25l(b)(5), Section 25l(g) or Section
252(d) of the Act.

At one time, the FCC had before it several different intercarrier compensation
reform proposals. While the Arizona Commission had concerns with each of those
individual plans standing alone as did many other parties, each of those plans had some
provisions that were worthy of consideration. The Chainman's proposal does not give
any consideration to individual provisions in those plans which may be in the public
interest.
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Attachment A's comprehensive reform proposal for intercarrier compensation does
not give the States sufficient discretion to set rates based upon costs and to preserve
affordable local service rates

As NARUC noted in its Comments at page 11, Attachment A's approach:

"illegally constrains State retail rate design options and restricts States'
ability to set intrastate rates based solely upon State-determined
reasonable costs of service. It also requires a prior and significant
adjustment of the FCC's separations rules. But legal infirmities aside, the
policy problems associated with expanding Section 251(b)(5) reciprocal
compensation to encompass State intrastate access charges are obvious.
Any approach that effectively eliminates intrastate access charges, on its
face, undermines State universal service policies and will cause a
cascading series of implementation problems for many States.

The FCC should reexamine several of the earlier proposals and select provisions
which allow State commissions considerable discretion in revamping intrastate
intercarrier compensation rates. A one-size-all-approach while attractive because of its
simplicity, will not work.

v. Conclusion

The Arizona Commission appreciates the opportunity to offer comments on the
Chainman's comprehensive reform proposals. We reserve the right to supplement these
comments and offer further perspectives on these important issues as they continue to be
discussed and examined.

RESPECTFULLY submitted this 22nd day of December, 2008.

/s/ Maureen A. Scott

Maureen A. Scott
Senior Staff Counsel
Legal Division
Arizona Corporation Commission
1200 West Washington Street
Phoenix, Arizona 85007
(602) 542-6022
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Attachment A
arms, Conditions and Operation of the Price C41 Plan

Section (Q) below details the data that Qwest shall pr ; vide to enable
calculation and monitoring of the cap

With each price change, Qwest must provide the exist
Staff, as well as Qwest's calculation of the Price Index
implementation of the price change. Staff will use the
heck Qwcst's calculation. All price changes must be z
within the cap. The Price Cap Index calculation will l: .

=g and new price to

fol lowing
rice Cap Database to.
emonstratcd to be
cumulative in a given

c) Service Pricing Flexibility
Certain Basic services are to be capped at their initial l.: vets throughout the
term or' the Price Cap Plan. These service prices ma) 'ah reduced as they at
included in the calculation of the Basket 1 Price Index These services are
flat rate residential, flat rate business, 2 &4 party service, exchange zone
increment charges, low use option service, service stat ons service, telephone
assistance programs, individual PBX Trunks, including features, Caller lD
block; toll blocking; 900/976 blocking; and basic listing service

l The remaining services in Basket l may increase or De. tease within the ban(
tablished by the Price Index

individual service pfiees rate elements within Basket l other than those
services listed in subpart i) above . e ub'ec t  t ;  e.hard capt, may
increase no more than 25 percent within a year
'individual service prices must exceed the service's To.al Service Long Run
Incremental Cost (" TSLRlC"), unless a different cost standard applicable to
all telecommunications service providers is determine- i appropriate by the

commission. Individual serve yes _n_y_i§t_also com rbLv_/i_th._Q1gjmputatic» n
courrernents

Changes to Terms and Conditions of services in B3skr l shall be submitted to
the Commission for Staff review and approval. All sh 1 fices in this Basket
shall be continued statewide at the tariffed rate. unless .Ir until the

commission orders retail geographic rate De-averagin 1, or unless Qwest
demonstrates a cost difference for a new service on w, | .ch to base the price

difference. Nothing in this Price Cap Plan shall preclude the Commission
from deaveraging wholesale rates on a cost basis

vi) Price increases for services in this Basket require 30 day notice to the
tlonunission by submission to Staff, and 30 days I'toli< .e to consumers

V

3) Basket 2.: Wholesale Services
l The services included in Basket 2 at the Price Cap Plan's inception include

Intrastate Carrier Switched Access, Discounted Wholesal. Offerings. Unbundled
Network Element (UNE) Offerings, Wholesale services s. ch 8 PAL lines. and
other wholesale offerings unless specifically listed in At=. cements C and E as
included in either Basket 1 or 3. A list of wholesale ser 1.85, with the exertion of

Page 2 of 6
A
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Attachment A:
Terms, Conditions and Operation of the Price C op Plan

cm

.Ui'~llEs, included in Basket 2 at the Price Cap Plan's incept .ran is contained in
Attachment D.
Basket 2 consists of wholesale services many of which are governed by dieir own
specific pricing rules and will continue to be governedby ;ach rules, as
interpreted by the Commission and the Courts, under divs 1'rice Cap Plan.
UNEs and discounted Wholesale Offerings are priced bas . d on the provisions of
the Telecommunications Act of 1996 (1996 Act), FCC in ilemcnting regulations
and Commission rules.
An exception includes Lntrastate Switched Access Service f which are to be
reduced by $5 million per year for the duration of the init' .ti term of the Plan, with
further reductions in intrastate Switched Access Service rites taking place during
any subsequent tern of the Price Cap Plan with the object' : ve of obtaining parity
with interstate switched access rates.
Service prices are capped for the term of the Price Cap P ion, or until the specific
pricing rules are changed or the Commission determines r at other prices are
appropriate. .
New wholesale services are to be added to this Basket wt: ; n those services are
implemented..

9 - 2 ~ et h = n n  d l P r i c e C ap  P lan intended Le-e=ha-n°=eei=-no -a'+»€yHn-any-=a»'a=+-=z=e

ilsnpat a t i on  r eq u i r em en t s  c on t a i n ed  i n  A . A . C .  R 1 4  1 -  l 3 » l.̀  -.
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4) Basket 3: Flexibly-Priced Competitive Services
This Basket includes only those services that have been ac :oded pricing
Flexibility or have been determined by the Commission to 'Le competitive uncle
A.A.C. R14-2-t108 , and new services and new service pa :pages offered by
Qwest. Any new services and new service packages offer : d by Qwest shall be
subject to the prior review and approval of the Commission 1, as provided iii
subpart e) below. A list of services included in Basket the inception of this

rice Cap Plan is appended hereto as Attachment E
c~.t The price cap for this Basket is the weighted average proc k- level of all the

services in the Basket as calculated by the formula set for 'h in subpar c)
following, subject to annual updates in quantities. Notwir- standing, the
additional revenue level for Purposes of headroom in Basset 8, shall be capped at
325.8 million, on a test year basis, for the term of the Prim : Cap Plan. The price
cap will be adjusted upward S5 million in the second year Jr the Plan and an
additional $5 million in the third year of the Plan, to revile-:r the switched access
charge reductions in those years
The formula for the calculating the Price QQ Index for E : ;kef 3 is\

I

[SUM (Pn * Qe§)] / [SUM (1.10 * Peg * Qc 80]

`hf.: numerator is the sum of the proposedig new prices r multiplied by the "e#a» H=ea%

Where price changes have not occurred, the currcntrfcxisting 949g193 price of t

VECISION NO
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1 1. IDENTIFICATION OF WITNESS

2 Q- PLEASE STATE YOUR NAME. CURRENT TITLE, EMPLOYER AND

3 BUSINESS ADDRESS.

4 A. I

5

6

My name is Lisa Hensley Eckert. am Staff Director in the Public Policy

Organization at Qwest. My business address is 1801 California Street, 47"" Floor,

Denver, Colorado 80202.

7 Q. PLEASE EXPLAIN ON WHOSE BEHALF ARE YOU TESTIFYING

8 TODAY.

9 I am testifying on behalf of Qwest Corporation ("QC"), the incumbent local

10 exchange carrier in fourteen states.

11 Q. PLEASE REVIEW YOUR EDUCATION, WORK EXPERIENCE, AND

12 PRESENT RESPONSIBILITIES, AS THEY PERTAIN TO THIS PROCEEDING.

13 A. I obtained Bachelor of Science degrees in History, Psychology and Physical

14 Anthropology (general social sciences) from Kansas State University. I  then

15 attended and graduated from University of Denver College of Law in December

16 1995 wide a Juris Doctorate. I have been a member of the Colorado Bar since

17 1996.

18

19

20

I joined U S WEST in 2000, as a Project Manager in the Network Organization. I

then moved to the Network Technical Regulatory team from 2001 to 2003,

21 responsible for addressing network-related questions in the various proceedings

22 on do § 271 applications of Qwest Corporation. 111 particular, I worked with

23 external auditors and internal teams to develop responses to questions regarding

Direct Testimony of Lisa Hensley Eckert
NUSF-60.02/C-3945/PI-138 -_Page 2 of 7
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24 internal process and procedures related to § 271, while supporting the lead

25 witnesses on material issues during the § 271 process.

26

27 In November, 2003, I accepted the position of Staff Director in the Public Policy

28 Organization, responsible for company-wide Intrastate Intercarrier Compensation

29 issues, such as switched access, reciprocal compensation and SS7 signaling. I

30 have developed the company-wide advocacy concerning the restructuring of

31 access rates, the subsidies included in access rates and how reforming access

32 should be approached at the state level. In 2006, I took on the additional

33 responsibility of Federal Intercarrier Compensation advocacy.

34 Q. HAVE YOU FILED TESTIMONY ON INTERCARRIER COMPENSATION

35 ISSUES IN OTHER STATES?

36 Yes, I have filed testimony in California, Pennsylvania, Iowa, and have filed

37 affidavits at the FCC in complaint proceeding. Shave filed testimony on State

38 Access Charge levels and on Traffic Piping issues.

39 Q. WHAT IS QWEST'S POSITION ON STATE SWITCHED ACCESS CHARGE

40 LEVELS?

41 Qwest has repeatedly stated, both as ILEC and as an DCC, that intrastate Switched

42 Access charges should not exceed the interstate rate, so long as the rebalancing is

43 done in both a revenue neutral and competitively neutral manner. In this instance

44 in Nebraska, Qwest believes that because the reductions Qwest made to its

45 intrastate switched access rates are no longer revenue neutral, and were never

46 competitively neutral, it is fair and reasonable for Qwest to attempt to recover

Direct TestiMony of Lisa Hensley Eckert
nUsF-60.02/c-3945/p1-138 ._ Page 3 of 7
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47 some of the implicit subsidies Qwest has lost as a result of decreasing NUSF

48 distributions.

49 Q- HOW HAS QWEST PREVIOUSLY HANDLED SWITCHED ACCESS RATES

50 IN NEBRASKA?

51 A. Qwest previously reduced Switched Access in Nebraska, which was initially

52 recovered in a revenue neutral manner through an increase in state USF draw.

53 Qwest made two reductions, the first in 1999, and the second reduction to the

54 interstate level in 2002, See Testimony of Bled Yerger.

55 Q- IF THE REDUCTIONS WERE REVENUE NEUTRAL, WHAT IS THE

56 PROBLEM?

57 In the current restructure of the NUSF, Qwest no longer receives a revenue

58 neutral offset for the lower Switched Access rates. In fact, Qwest has made

59 several other attempts to raise Switched Access rates as the draw from the state

60 USF has dwindled. Thus far, Qwest has received a small percentage of the

61 increase required to constitute a revenue neutral offset.

62 Q. THEN WHY IS QWEST RAISING SWITCHED ACCESS RATES IN

63 NEBRASKA?

64 A, Simply put,~the removal of the revenue neutral mechanism for the previous

65 switched access reform has created a quandary for Qwest. Because CLECs and

66 other coniers directly competing with Qwest are still allowed to collect the

67 implicit subsidies in their switched access rates which means they can undercut

68 the local late, Qwest is put in a situation where this market distortion restn'cts the

69 ability to fairly compete on the price of local rate. Unless and until Nebraska

Direct Testimony of Lisa Hensley Eekerf
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70 takes on this problem directly and comprehensively, Qwest is placed at a

71 substantial competitive and regulatory disadvantage.

72 Q- WHY DO YOU CLAIM THAT OTHER LECS HAVE AN UNFAIR

73 ADVANTAGE OVER QWEST?

74 A.

75

A number of competitors have had consistently higher access rates than Qwest's

intrastate Switched Access rates, despite being in direct competition on the local

76 rates. Historically, Qwest was made whole through the state USF and therefore

77 did not feel the disparate treatment as directly as it does now that the revenue

78 neutral mechanism has been eroded. It is difficult comparing rates, as switched

79 access elements are listed and charged differently between LECs. One way to

80 make such a comparison is to look at specific elements. For example, COX

81 charges 0.038 per minute for the local switching element. Qwest is proposing

82 raising the local switching element to 0.008 per minute for the originating and

83

84

terminating rate, and 0,003 for the shared port charge. Thus, on roughly

comparable elements, COX charges more than three times the rate Qwest

85 seeks to charge. Other CLECs charge blended rates, such as NT&T, whose rate

86 appears to be around 0.036 cents per minute. This does not break out the actual

87 elements. In addition to maintaining these high access rates, competitive eligible

88 telecommunications carriers ("CnETcs") like NT&T also receive ported USF

89 support firm the amounts allocated to Qwest, which in Zone 3 presently exceeds

90 the initial cost of the UNE that died purchase. CNETCs have not been required to

91 reduce their access rates in order to obtain the NUSF subsidy. In effect, a rural

Direct Testimony of Lisa Hensley Eckert
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1

92 CNETC can receive an implicit subsidy through switched access and an explicit

93 subsidy through state USF for the same loop.

94

95 SO long as Qwest's direct competition is allowed to charge higher rates for

96 intrastate Switched Access, receive portable NUSF support allocated to Qwest's

97 network, and subsidize the local loop to a greater extent than Qwest can, then the

98 Switched Access Rate reductions Qwest made to implement the Commission's

99 NUSF plan merely amplify the competitive disadvantage which is created when

100 Qwest is not allowed to increase Switched Access to recover a portion of die lost

101 revenue.

102 Q~ WHAT LECS GENERALLY HAVE HIGHER ACCESS RATES THAN

103 QWEST?

104 A. Qwest has looked at its own costs of switched access paid for Intralata toll. In

105 general, Rural ILE Cs charge between $0.048 and $0.15 per minute, and CLECs

106 charge as high at $0.20 per minute for Intrastate rates. Of course, the

107 Commission will recall that Qwest serves more rural exchanges and rural

108 customers than any Rural ILEC in Nebraska, and also serves customers in Omaha

109 and other urban centers. Qwest faces competition in both its rural and urban

110 areas. These rates show that Qwest's competition in bodl rural and urban areas

111

112

are receiving implicit subsidies which allow them to undercut Qwest's rates for

local service. The rates proposed by Qwest - resulting in a weighted average

113 rate of $0.048 .- are clearly within the range of what the competition are charging.

114 Q- WHAT SOLUTION DOES QWEST SUGGEST?

Direct Testimony of Lisa Hensley Eckert
nUsF-60.0yc-3945/p1_13s .. Page 6 of 7
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115 A. That the Nebraska Commission allow this increase in Qwest's SwitChed Access

116 rate, even though it does not fully recover the entire amount of loss. The increase

117 in rates takes the Qwest rate near to the level it was prior to the original reductions

118 in access. There are many competing comparu'es with rates that are similar to the

119 rate which Qwest is suggesting. Thus, under NEB.REv. STAT. § 86-140, Qwest's

120 proposed rates are "fair and reasonable" and should be upheld.

121

122 Then, once all LECs are on similar footing, the Commission can address the

123 competitive distortions that occur when one class of LECS are allowed to continue

124 with implicit subsidies, while another class of LECs are forced to remove these

125 subsidies from dleir rates.

126 Q. DOES THAT CONCLUDE YOUR TESTIMONY?

127 Yes.

128

Direel Testimony of Lisa Hensley Eckert
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by which IXCs subsidize competitors in the local-service market and would create ongoing incentives tr
economically inefficient entry in new markets.8°

25. We also decline to modify the rules so that a competitive LEC may tariff the benchmark
rate in markets that it had merely planned ro enter, but where it was not actually serving customers, before
the effective date of our rules. Given the numerous different competitive LEC business plans and market
entry strategies, we can conceive of no reliable, objective means of determining whether a competitive
LEC has made sufficient investment in a particular market to justify tariffing the benchmark rate, nor
have competitive LEC commenters suggested 0ne.87 In addition to continuing the subsidy flow to
competitive LEC operations, the Mlle that the competitive LECs request would be susceptible to abuse,
and difficult and time-consuming for this Commission to enforce.

26. Further, we are not persuaded by claims that the new markets rile is technically difficult
to implement due to competitive LEC billing system limitations. The competitive LECs contend that
their access billing systems make it to impossible to comply with the new markets rule because access
billing software is designed to bill on a statewide basis, rather than on anMSA basis." The petitions filed
by RICA and MCLEC suggest otherwise, however. These commenters argue that tariffing different
access rates for different areas is not a significant burden." Although the new markets rule may require
some changes to current competitive LEC billing systems, RICA maintains that the changes required to
track access by customer location for billing purposes "would not be significant."9°  To the extent that
such changes are necessary, competitive LECs serving new markets in a state can assess whether changes
to the billing system are worth the investment during the transition period to the competing incumbent
LEC rate. Alternatively, the competitive LEC could determine that it is more cost-eftective to move all
access customers within a state to a rate at or below the incumbent LEC rate prior to expiration of the
transition period." Thus, we are not convinced that the new markets rule is impossible to implement, as
some parties contend.92

27. The Commission strives to provide regulatory certainty, but changes to the regulatory
landscape are as inevitable as other changes to the marketplace, and businesses are ultimately responsible

80 See AT&T Opposition at 9-10.

Accordingly, we agree with commenters suggesting that Focal's proposal of allowing higher rates where the
competitive LEC had made investments or signed customers is "amorphous" and "unworkable." See, Ag., AT&T
Opposition at 10.

87

See ALTS Comments at 6; Z-Tel Commentsat 10. See aLsoJoint CLEC May 25 Ex Parteat 2-3 (attaching
the declarations of several competitive LECs describing billing system limitations).

88

See MCLEC Petition at 7; RICA Petition at 10-1 I. MCLEC further observes that section 6l.26(b) already
establishes a high probability that competitive LECs will have more than one access rate since that rule pennies
them to charge the higher of two different access rates that are likely to vary between areas. MCLl"C Petition at 7
(discussing 47 C.F.R. § 61 .26(b)).

8 *)

90 RICA Petition at l l.

For this reason, we are not convinced that the purported inability to bill on an MSA-basis prevents a
competitive LFC from serving any particular market. See Z-Tel Petition for Waiver at 9. indeed, nothing
precludes a competitive LEC from implementing a uniform set of access rates at or below the level of the
competing incumbent LEC rate.

9 1

92 See ALTS Comments at 6, Joint CLEC May25 Ex Parle at2-3.

14
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for adjusting their business plans to take account of such changes." There was no reason for competitive
LECs to make investment decisions on the assumption that the status quo would remain unchanged, given
the concerns expressed by the Commission about competitive LEC rates and the possible need to
constrain those rates.°° The Commission had signaled as earlyas the Fyih Report and Order on access
reform that it believed that competitive LEC access rates were excessive in some instances, and
competitive LECs had no reasonable expectation of being able, indefinitely, to charge higher rates than
carriers with whom they compete. is indeed, the Commission expressly sought comment on whether
incumbent LEC access rates should serve as a benchmark ro evaluate the reasonableness of competitive
LEC access charges.°6

28. Moreover, we find that allegations of competitive harm resulting from the CLEC new
markets rule do not undermine the reasons tor adopting the rule. Z-Tel argues that the new markets rule
uniquely affects carriers using the unbundled network element (UNE) plattbrm because the rule "ignores
the statewide nature of UNE Platform market entry."° 7 TDS contends that it is irrational to discriminate
between carriers that have and have not begun serving customers by a certain date." Focal argues that it
will be at a competitive disadvantage when it enters a new market because it will face competition from
incumbent LECs with historical advantages and from competitive LECs that are permitted to charge the
higher, benchmark rate.99

As an initial matter, at the conclusion of the transition period, all competitive LECs will
be subject to a benchmark rate equal to the competing incumbent LEC rate.'°°  To the extent that a
competitive LEC enters a new market during the transition period, it may charge the same access rates as
its primary competitor, i.e., the incumbent LEC. In setting the benchmark level, the Commission sought
to "milnic the actions of a competitive marketplace, in which new entrants typically price their product at
or below the level of the incumbent provider."l0l As to competition among competitive LECs (UNE

29.

See Sprint Opposition at 4-5 (arguing that, since 1997, competitive LECs were on notice that attempts to
charge access rates that exceeded incumbent LEC access rates may be subject to regulatory action). See also
AT8LT Opposition at 7-8.

93

See In the Matter of Access Charge Reform, CC Docket No. 96-262, Fifth Report and Order and Further
Notice of Proposed Rulemaking, 14 FCC Red 1422 l, 14340, 14344, Paras. 238, 247 (1999) (subsequent history
omitted)(Access Charge Further Notice). The Commission observed that it may have "overestimated the ability
of the marketplace to constrain CLEC access rates. in particular, IXCs allege that a substantial number of CLECs
impose switched access charges that are significantly higher than those charged by the incumbent LECs with
which they compete, suggesting that the Commission may need to revisit the issue of CLEC access rates." ld. at
14340, Para. 238.

94

05
ld at 14340, Para. 238.

\)6
/M at 14344, Para, 247.

97
Z-Tcl Opposition at 10.

0 h` TDS Petition it 18. See alsoASCENT Reply rt 10.

9 L; Focal Petition it 9-10.

See 47 U.S.C. § 61 .26(c)(cstablishing declining benchmark rates over a three-year transition period ending
June 2 I,2004). See also supra Para. 5 (discussing the declining benchmark rates).

Lou

1(l1 CLEC .4cc'e.ssRejbrm Order,16 FCC Red at 9941, pure. 45.

15



1

1 r
L]

4*

Federal Communications Commission FCC 04-110

competitive LECs charging the NECA rate, without having the same impact on NECA pool members."5
MCLEC notes that, although rural competitive LECs can impose multi-line business PICCs, this does not
make up for the lost revenue because rural areas have many fewer multi-line businesses than do the areas
served by most CALLS incumbent LEes."'

39. We decline to revise the rule to allow moral-exemption competitive LECs to charge the
CCL portion of the NECA rate. 137 Excluding the NECA tariff's CCL charge when the competitive LEC
competes with a CALLS incumbent LEC promotes parity between the competing carriers. The CCL
charge, the SLC, and the PICC have been designed to recover common line costs from different sources,
the CCL charge from laCs, the SLC from end-users, and the PICC from multi-line businesses. Most
incumbent LECs no longer collect CCL charges.l38 As the Commission previously explained,
competitive LECs competing with CALLS incumbent LECs are free to build into their end-user rates a
component equivalent to the incumbent LEC's SLC, as well as to assess IXCs a multi-line business
p1cc."9 The competitive LEC should not be permitted to double recover common line costs by
mirroring40the incumbent LEC's SLC and PICC charges and also charging the NECA tariff's CCL charge
to IXCs.

See Letter from David Colson, Counsel for RICA, to Marlene Dortch, Secretary, Office of the Secretary,
Federal Communications Commission, CC Docket No. 96-262, at 10 (Jan. 30, 2003). RICA explains that the
MAG order reduced the NECA rates by shifting recovery to end-users and to a new universal service support
mechanism. Id.

(Continued from previous page)

135

136 MCLEC Petition at 13-14.

We note that, in accordance with the MAG Order, the CCL charge was eliminated for rate-of-retum carriers
as oil July l, 2003, thereby rendering this issue moot on a going forward basis. See MAG Order, 16 FCC Red at
19642, Para. 6] (eliminating the CCL charge when SLC caps are scheduled to reach their maximum levels and the
new universal service support mechanism, Interstate Common Line Support (ICLS), is implemented). We amend
section 6l.26(e) to remove any reference to the CCL. Similarly, we remove any reference to the transport
interconnection charge, which also was eliminated. ld at 19656-58, Paras. 98-104.

137

CLEC Access RefOrm Order, 16 FCC Rcd at 9956, Para. Sl (explaining that the price cap LECs' CCL
charges have been largely eliminated). Price cap LECs make up the CCL revenue by charging higher SLCs and
the multi-line business PICC. According to information submitted in the 2003 annual filing, only four price cap
LECs continue to collect CCL charges and these charges account for only .01 of one percent of the total common
line revenues for the industry. Rate-of-return LECs make up the CCL revenue by charging higher SLCs and
through the ICLS.

138

139 ld.

RICA argues that if theNECA rate drops because cost recovery is shifted to the Universal Service Fund,
competitive LECs will need appropriate protection of their revenues. RICA suggests benchmarking the rural
competitive LEC rate to the NECA rate plus "the average per minute or per line recovery shifted to the USF" or,
alternatively, making rural competitive LFCs eligible for USF on the same basis as rural incumbent LFCs, rather
than on the basis of the incumbent LFC with which the competitive LEC competes. RICA Petition at 9. In
establishing a benchmark rate, our intent was more closely to align competitive I.EC access rates with those of
incumbent LECls. See CLEC.-lccess Reform Order, 16 FCC Red at 9925, Para. 3. Thus, our Cl.EC.4cc'e.s's
Rtj/brrn Order addressed only those charges assessed by incumbent LECs and competitive LECs on laCs. The
Commission's methodology lOt calculating high-cost universal service support for different eligible
telecommunications carriers serving the same areas is being reexamined in a separate proceeding now belbre the
If cderal-State Joint Board on Universal Service. See Federal-State Joint Board an Univerzsu/ Service, CC Docket
No. 96-45, Order, 17 1:(.c Red 22642 (2002), Public Notice, 18 FCC Red 1941, 68 FR 10429 (rel. Mar. 5, 2003).

140
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DQCKET NU. C-l628
JANUARY 24, 2001

I Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.L I J. L

1 A. My name is Douglas Denney. I work for AT&T at 1875 Lawrence Street in Denver,

~I
.3 Colorado.

4

5 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

6 I am an economist for AT&T in its Local Services and Access Management Organization.

7 Q. PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL

8 BACKGROUND.

9 I received a B.S. degree in Business Management in 1988. I spent three years doing graduate

10 work at the University of Arizona in Economics, and then I transferred to Oregon State

I  l University where I have completed all the requirements for a Ph.D. except my dissertation. My

field of study was Industrial Organization, and I focused on cost models and the measurement of

13 market power. I taught a variety of economics courses at both the University of Arizona and

14 Oregon State University. I was hired by AT&T in December of 1996.

15 I have tcsdtied before numerous Commissions in Qwest's 14-statc tcxTitory on cost models

I N (including the HAI Model, BCPM, Qwest's UNE cost models, and the FCC's Synthesis

17 Model) and issues relating to east models.

lb

19 I have also lcstilicd bclbrc the Nebraska Public Service Commission in the Qwest's wholesale

*() cost case (C-l4l5), the USF model selection cusp (C-l633), and the wholesale geographic

12

A.

A.
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I dcavcraging case (C-2256). In addition, I have filed testimony in Iowa regarding issues

2 surrounding CLEC access rates.

4 Q. PLEASE PROVIDE A BRIEF SUMMARY OF YOUR TESTIMONY.

5 On December 15, 2000 AT&T tiled comments in this docket regarding the Commission's

6 tentative conclusions on Access and Basic Local Exchange Benchmarks, CLEC and CMRS

7 Provider Access Rates, and Sales and Purchases of Exchanges. AT&T continues to support

8 these comments, which are attached as Exhibit A to this testimony.

9

10 The purpose of this testimony is to: 1) expand on AT&T's comments regarding CLEC access

l I rates, and 2) propose to the Commission a market-based altcmative to the problem of CLECs

12 charging access in excess of competitive rates.

13

14 AT&T's market-based altemativc contains the following three components:

IN 1) The Commission should make it clear that IXCs are not required to

16 purchase access lim CLECs.

17 CLEC access tart[Ts should include clear provisions outlining how IXCs

IN ufiirmalivcly order and disconnect access services, including the use of

l 9 industry standard, written Access Service Requests ("ASR").

3) CLECs and laCs should be free to negotiate contracts to exchange

U

.

"1

3

A.
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l lratlic at nits different than an incumbent's or a CLEC's taxiifed ruts in a

given lcnilory.

3

Tlicsc simple provisions will cncoumgc market-bascd solutions to the problem of excessively

priced access rates by CLECs. If CLECs attempt to charge excessive rates that are not

6 competitive in the access market, IXCs have the option to withdraw their orders ir access

7 from lhcsc CLECs. CLECs oftbring competitive rates will have no problem attracting IXCs

8 who want to purchase access from them. Since the proposed mechanism creates a voluntary

9 transaction between laCs and CLECs, it is more likely to result in efficient market-bascd

IT outcomes than a rule-based regulatory approach.

CLEC ACCESS RATES

13 Q. IN ITs DECEMBER 15, 2000 COMMENTS TO THIS COMMISSION, AT&T

14 SUPPORTED THE COMMISSION'S CONCLUSION WITH REGARD TO CLEC

15 ACCESS RATES. DOES AT&T CONTINUE TO SUPPORT THE COMMISSION'S

16 RECOMMENDATION"

17 Yes. AT&T agrees, in principle, with the Commission's initial conclusion. Across the country,

18 some CLECs are charging IXCs access rates well in excess o[` even the monopoly rates

19 charged by incumbent LECs. At the current CLEC tl'aHic growth rates, within two years time

Eu

12

4

5

A.

laCs could be paying supracomp<:litivc ucccss rates of more than

3
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1 $1 billion dollars across the country! AT&T supports the Nebraska Commission's ctltbrls to

address this issue before it becomes a large problem in Nebraska.

3

[11 Progression Order #I l, the Commission made the following tentative Findings with regard to

5 CLEC access rates:

6

7

8

9

10

12

13

14

15

14. The access requirements contained in the Commission's January 13,
1999 order only applied to ILE Cs. Since that time, the Commission has
received several informal complaints regarding the access rates charged by
Competitive Local Exchange Carriers ("CLECs") and Commercial Mobile
Radio Service (CMRS) providers. The Commission finds that it has jurisdiction
with regard to CLEC intrastate access rates and tentatively concludes that
CLEC intrastate access rates should be subject to the same requirements as the
lLECs. Therefore, absent a demonstration of cost, a CLEC's access rates in a
given area cannot exceed the access rates of the ILEC.

16 In AT&T's prior Comments, AT&T asserted thatCLECs have a bottleneck on switched access

17 both to and from their local end user customers. By contrast, CLECs compete with the ILEC

18 for local end user customers, and thus, have an incentive to under-price ILE Cs on retail service.

19 CLECs then leverage their bottleneck on access by overcharging for access, and using those

"0 revenues to cross-subsidize their local exchange offerings. This is a pclpctualion, and an

° I cxuccrbution, of the ongoing subsidy mechanism existing in rates today exactly what the

22 Nebraska Commission is attempting to eliminate. (Sec Fxhibit A, p. 6, lines 4 10).

"

24 Q. DOES A'1'&'r SUPPQRT THE C()MMISSlON'S CONCI Usl()n TlIAT, WITHr 1
.L J.. }.. L. 1

I
L 4 k

1 /II I/lr! n.w.f tr<=r if/ /1 LL'L'.\.5 ( /n f rQ1 R c f n . r H , Nic" Duc k c l  NQS.  96-7 (> ? . . 97- I 46 and CCB/'BPD File NO. 98-63,
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1 PROPER DEMONSTRATION OF COSTS, CLECs MAY BE ABLE To RAISE

ACCESS RATES IN EXCESS OF THE INCUMBENT LECs RATES?1 1

3 No. First, the Commission docs not wzmt to set policies that guarantee inc fticient, high cost

4 competitors a revenue stream that will keep them in the market, even though the incumbent has

lower costs. This is not efficient competition, and will not result in the benefits of competition

6 contemplated by the Telecommunications Act of 1996 and this Commission. Setting policies

7 that allow high-cost, incflicicnt competitors a mechanism by which to recover their high costs

8 will not insult in overall lower prices to consumers.

9

10 In addition, CLECs with costs higher than the incumbent should not be allowed to force IXCs

l 1 to subsidize their high cost entry into local telephone markets. This is clearly unfair and anti-

19 competitive, especially since many of the CLECs are also actual or potential competitors of the

I 3 INC in providing interexchange services.

14

15 Q. IF THIS COMMISSION WISHED TO RELY UPON MARKET SOLUTIONS,

16 RATHER THAN REGULATORY SOLUTIONS, TO ADDRESS THE ISSUE OF

17 CLEC ACCESS, WIIAT POLICIES WOULD AT&T RECOMMEND?

I .| In order to promote competition and rely on competitive, rather than regulatory, solutions to

19 address the issue al"CLEC access charges, AT&T makes the Ibllowing recommendations:

"u

Addiliomll Comments, lilcd Januuly l l, 2001, p. IO.

5

2

A.
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1

1) The Commission should make it clear that IXCs are not required to

3 purchase access from CLECs.

4 2> CLEC access tariffs should include clear provisions outlining how IXCs

5 afiiimativcly order and disconnect access services. These provisions must

6 require IXCs to use the industry standard ASR process and should not

7 include language that allows the CLEC to claim that an loC has ordered

their service through some constructive or otherwhe passive means.

9 3) CLECs and IXCs should be Rec to negotiate contracts to exchange traffic

10 at rates ditlflercnt than an incumbent's or a CLEC's tariffed rates in a given

I  I tcnitory,

12

13 Q, AT&T HAS RECOMMENDED THAT IXCs NOT BE FORCED TO PURCHASE

14 ACCESS FROM CLECS. HOW WOULD THIS ENCOURAGE EFFICIENT

15 COMPETITION ANIONG LECs AND CLECs"

16 Currently CLECs and LECs compete in markets tr retail customers. In order to attract

17 customers, a CLEC typically ollbrs retail services to and users that are attractive to those

These oilers may be in the lbml of lower prices, u greater vuricty of services,

I*) bundled oflbrings, or other means that ditlbrcnlialc the CLFC's product firm the ILECls

2() product. Just as in the retail market, competition in the wholesale market cm lead to similar

I bcncfils for IXCs and their customers. These hcnclits: lower prices, more choices and better

.

IH

8

A.

customers.

0



4  9
r

1

NEBRASKA
A'll&T COMMUNICATIONS OF
THE MIDWEST, INC.

DIRECT 'rEsTlmonv OF
DOUGLAS DENNEY

DOCKET no. C-l628
JANUARY 24, 2001

I service, are the reasons behind opening markets to competition.

3 Forcing IXCs to purchase access services from all LECs and CLECs, regardless of the price

they charge for such services, would be extremely poor economic policy. If LECs and CLECs

can tbrcc IXCs to buy firm them irrespective of price, LECs and CLECs have an incentive to

(J charge even higher prices.

7

8 By making the transaction between CLECs and laCs voluntary, a natural limit is placed on the

9 prices that can be charged. CLECs that charge IXCs for switched access services well above

10 market rates would risk losing the IXCs as customers, and thus their traffic and revenues. This

l l is similar to the retail world where CLECs that price their services too high will likely be unable

16 to attract retail customers. This voltmtaly mechanism is what allows markets to function.

13

14 Q. WHAT WOULD HAPPEN IF IXCs WERE FORCED TO PURCHASE ACCESS

15 FROM THE LEC OR CLEC?

16 In that case, there would be no incentive for the CLEC to set a oNce low enough to persuade

17 the INC to purchase its service. When it comes to switched access services, a CLEC has a

1 x locational monopoly over its local exchange customers, ad if CLEC can also f`orcc [XCs to

la purchase switched access scivices, there will be little if anything to constrain prices. In fact, loc

20 m0I1()poly the CLFCs would hold if IXCs were compelled to purchase switched ucccss

* 1 services would be even stronger than other monopolies because in olhcr monopoly markets,

4

5

2

A.

7
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l transactions are still voluntary, and the monopoly supplier still lhccs some limits on the price it

<1 can charge.

Since a CLEC's customer docs not pay .tr a toll call the customer receives, LECs and CLECs

Wollld have incentives to unilatcmlly charge excessive rates tr terminating switched

6 services, if IXCs were fbrccd to purchase access from a CLEC.

7

8 Q. IF IXCs AND CLECs ARE FREE TO NEGOTIATE ACCESS RATES, WHY

woUld) IXCs NOT FORCE CLECs TO LOWER ACCESS RATES BELOW

10 COMPETITIVE LEVEL?

I  l First, the long-distance market is intensely competitive, and neither AT&T nor any other long

12 distance carrier has market power. Given that neither AT&T nor any other INC has market

13 power for long distance service provided to any individual CLEC's customers. no INC can

14 Force access fees below competitive levels by refusing to provide long distance service to

15 customers of a CLEC.

16

17 Second, the ability to receive from and terminate calls to u wide vzuicty of customers, including

I N LI CI I C 9 louxl subsulbrs may b» valuable to an INC where the CLEC's charges are

i v I.cLls()IlLlblc. Since laCs want the ability lo complete calls, the negotiated contract price

"u between an loC and CLEC will be mutually bcncllciaal lo both parties. It is only where CLl8Cs

* I chauuc rules well in of the competitive price that in INC would be fbrcud to ccmsidcr

9

5

4

3

A.

CXCCSS

8
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l whether the benefits of purchasing terminating switched access services has a value greater than

'7 the cost of completing calls.

3

Q- WOULD IXCs EVER NEGOTIATE CONTRACTS F()R ACCESS PRICES IN

EXCESS OF THE INCUMBENT LECs PRICES FOR ACCESS?

6 Yes, that might occur. Price is just one of the rems that IXCs and CLECs need to negotiate.

7 CLECs that offer better terms on other, non-price afllecting provisions may be able to reach an

8 agreement on higher prices. However, the opposite is also hue, IXCs may not be willing to

9 order and purchase switched access services, even if priced at ILEC levels, if the other terms

10 and conditions offered by the CLEC are not acceptable.

1 I

IN Q. IF G)NTRACTS CAN BE NEGOTIATED BETWEEN CLECs AND IXCs APART

14 FROM TARIFFS, WHAT IS THE BENEFIT TO CLECs FILING TARIFFS?

15 Evcn if CLECs and IXCs negotiate contracts for access, taxifTs can still serve a useful thnetion.

16 TariffS provide both carriers and their access customers with a convenient and administratively

17 cHicicnt mcleod for establishing a supplier-customer relationship. If a CLEC offers switched

lx access sclviccs at a competitive price and under reasonable terms and conditions, it is likely that

IN an INC would be willing to purchase service out of that CLEC's tariff With over 11 1,000

20 CLECs, it is Lmlikely that an INC would choose to negotiate with every CLFC or even a large

1 1 percentage of the CLECs. I However, the Commission should make explicit that IXCs have no

12

5

4

A.

A.

9
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l legal obligation [O order or otherwise accept a CLEC's access senviccs. In addition, as

2 mentioned previously, in filed tariiTs, CLECs should be required to clearly specify the process

"1
_1 br afTimlativcly ordering and subsequently canceling service under the rates, terms and

4 conditions of the contract.

6 Though I am not aware of any problems in Nebraska, AT&T has found increasingly that

7 CLECs have adopted tariff provisions that purport to passively force IXCs to become their

8 access customers. For example, many CLEC tariffs state that access is deemed ordered

9 thereunder by an INC's "use" of the CLEC's services, even absent the submission of an ASR

10 or any other affirmative request for the service. Other CLECs have implemented tariffs that

I I deem an access order to be placed by an INC whenever an end user purports to presubscdbe

to that cam'er, or dials the INC's "l010XXX" access code, or where an end user dials an

13 "8YY" or "900 NXX" number for which the INC provides transport services. Some CLECs

14 have even argued that IXCs "constructively ordered" their services even where the INC did not

15 order service pursuant to express tariffed terms and/or where the INC informed the CLECs that

16 they did not want and would not order their switched access services. The CLECs that have

17 adopted and ultcmptcd to enforce such tuff provisions simply ignore the fact that no one acting

I 8 in the capacity of an end user has cither actual or apparent authority to order switched access

19 » uw1<.Ls on A1841 s bclmilt

*0

11 CUNCLUSIUN

12
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I

2 Q. \VHAT CONCLUSION CAN BE REACHED FROM YOUR TESTIMONY?r
}

I AT&T supports the Commission's Endings with regard to the benchmarks and access rates,

CLE C ac c es s  ru l es  and the sale of exchanges. AT&T agrees with the Commission's conclusion

t ha t  i bde ra l  l aw i s  t he  c on t ro l l i ng l aw and  Nebras k a  i s  w i t hou t  au t ho r i t y  t o  regu l a t e C M R S

6 prov iders  in t ras tate access  rates . In addition, AT&T's comments on ot her  i s s ues  a re  s e t  f bnh  i n

7 Exhibit A attached hereto. Its position of those issues remains unchanged.

9 With regard to CLEC access rates, AT&T offers the Commission a market-based alternative

10 that will employ competitive pressures to help derive market-bascd solutions to the problem of

supracompctitivc CLEC access charges.

12

13 In order to establish a market-based solution, the Commission needs to clarify the following

14 three i tems:

15 1) The Commission should make it clear that laCs are not required to

16 purchase access from CLECs.

17 2) CLEC access lurilTs should include clear provisions outlining how IXCs

I x zIHirma1ivcly order and disconnect access services. These provisions must

I 9 require I.XCs to use the industry standard ASR process and not include

*u lunguugc that allows the CLFC to claim that an INC has ordered their

2 I service through some constructive or olhclwisc passive mczms.

8

5

4

3 X.

1 1
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l 3) CLECs and IXCs should be free to negotiate contracts to exchange traffic

2 at lutes different than an incumbent's or CLEC's tariffed rates in a given

3 lclTilory.

These simple provisions will encourage market-based solutions to the problem of CLECs

6 charging for access in excess of competitive rates. By affirming the right of IXCs not to order

7 access from a CLEC, a CLEC that engages in anti-competitive behavior in the access market

could lose INC customers and revenues. This forces CLECs to consider the market realities of

01 anti-compcliiivc pricing.

10 As markets move toward competition, the Commission should try to adopt market-based

I I ultcmativcs over more regulation. Market-based solutions will allow markets to function at their

12 most efficient level and generate the greatest benefits to all users of telecommunications services.

13

14 Q- DOES THIS CONCLUDE YOUR TESTIMONY?

IN Yes.

8

5

4

A.
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1 Q, Please state your name and business address.

2 A. My name is James A. Appleby. My business address is 6450 Sprint Parkway,

3 Overland Park, Kansas 66251 .

4

5 Q. What is your position and who are you representing in this proceeding?

6 A. I am employed as a Regulatory Policy Manager for Sprint Nextel Corporation. I

7 am testifying on behalf of Sprint Communications Company, L.P., Sprint

8 Spectrum, L.P. and Nextel West (collectively, "Sprint Nextel"). Sprint Nextel is a

9 provider of wireline long dimance service, wireless communications services and

10 wholesale telecommunications to our cable telephony partners in Arizona.

11

12 Q. Please summarize your educational background and business experience.

13 A. I hold a Bachelor of Science degree in accounting from Shippensburg University

14 in the state of Pennsylvania. I became a  Cert ified Public Accountant  in

15 Pennsylvania in 1989. I have been employed by Sprint since 1989. I began

16 worldng with Sprint's Regulatory Policy Group in 1996. In my current position

17 as Regulatory Policy Manager, I am responsible for the development of state and

18 federal regulatory and legislative policy for  a ll divisions of Sprint Nextel

19 Corporation. I am also responsible for the coordination of policy across business

20 units. The specific policy issues that I address include, among other things,

21 'mtercarrier compensation, universal service, pricing, access reform, reciprocal

22 compensation, interconnection, and local competition.

23

2
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1 Q- Have you previously testified before other state Commissions?

2 A. Yes. In my position I have also testified before the Public Service Commission of

3 South Carolina, the Missouri Public Service Commission, the Indiana Utility

4 Regulatory Commission, the Michigan Public Service Commission, the New

5 Jersey Board ofPublic Utilities, the VirginiaState Corporation Commission, the

6 Nebraska Public Service Commission, the Kansas Corporation Commission,

7 Pennsylvania Public Utility Commission and the Iowa Utilities Board.

8 Additionally, I have testified before state legislative committees, and I have also

9 workedwith the various state Commissions' staff and the Federal Communication

10 Communication's ("FCC") staff.

11

12 Purpose, Scope and Summary of Testimony

13

14 Q, What is the purpose and scope of your testimony?

15 A. My testimony will explain why the subsidies embedded in local exchange carriers
i
I

l

16 ("LEC") intrastate switched access rates are unreasonable in today's market and

17 harmful to competition and consumers. My testimony explains why it is essential

18 to the development of a fully competitive Arizona telecommunications market

19 that the prices of intrastate switched access be reduced for all LECs. Twill further

20 demonstrate that high wholesale switched access rates inflate the price for all I

I

21 retail voice telecommunications services that require those access services as an

l
I

22 essential input. My testimony also explains how the consumers of Arizona will

I
1To the extent that I use the term inuastate access, or simply access, I mean intrastate switched access.

1

I

:
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1

1 benefit from reductions to LEC switched access charges. Finally, my testimony

2 will provide Sprint Nextel's specific recommendation for LEC intrastate access

3 reductions and why LECs no longer require access subsidies.

4

5 Q. Please summarize your testimony.

6 A. Switched access is a monopoly service. All carriers that compete against LECs in

7 the retail market must use switched access to terminate non-local calls to the

8 LECs' customers. This includes traffic originated by wireless providers who pay

9 terminating access on wireless calls to landline customers when such calls cross

10 Metropolitan Trading Area ("MTA") boundaries. Wireless carriers, however,do

11 not collect access charges on toll calls received firm other carriers, including the

12 LECs. Carriers cannot compete on an equal footing with LECs if the LECs are

13 permitted to impose on their competitors input costs that are far above the actual

14 cost of providing those functions.

15 Access prices were historically inflated as a mechanism to subsidize the price of

16 basic local service in a regulated monopoly setting. But this interplay between

17 local service rates and intrastate access services rates was established long before

18 LECs developed the ability to collect revenues from numerous other services

19 provisioned over the same network on which they provide local exchange and

20 exchange access services. The LECs, within their service tenitories, now offer

21 wireline long distance, murderous new calling features, broadband and video
I

I
i

t

I

I 22 entertainment services. These services are often bundled together to provide the

23 consumer's complete service needs. The average revenue per customer the LECs

:

I
1

i

I

I

4



1 collect continues to expand. The historic trend of retail revenue growth and the

2 potential for further growth in the future makes the collection of subsidies from

3 competing carriers in the form of grossly inflated access rates unnecessary and

4 anti-competitive. The LECs can and should collect the costs of providing retail

5 services from the customers purchasing those retail services instead of collecting

6 a portion of those costs from competitors by charging inflated rates for monopoly

7 switched access. This change is essential to developing a level competitive

8 playing field for all service providers.

9 Sprint recommends that all LECs operating in Arizona be required to set their

10 intrastate switched access rate and structure for each individual access element

11 equal to the equivalent interstate switched access rate and structure.

12

13 How Did We Get to This Point?

14 A Historic Context ofHigh Access Rates

15

16 Q. Why are intrastate switched access rates so high?

17 A. Back when LECs were the only prov ider of  loca1 exchange serv ice and

18 interexchange carriers were the only providers of interLATA toll service, LECs

19 regulated by rate of return regulation submitted revenue requirements which

20 exceeded the amount they were permitted to collect from providing local

21 exchange service. Under policies intended to promote monopoly universal

22 service, regulators limited the amount LECs could charge for local exchange

5
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1 service, so regulators permitted LECs to collect the remaining revenue

2 requirement through intrastate switched access rates.

3

4 Q. At that time, was this a competitively neutral way to support the public

5 policy goal of universal service?

6 A. Since there was no competition for local exchange service, the fact that the LECs

7 local service rates were presumably priced below the cost of providing service

8 had no adverse impacts on competition in the local exchange market. And all

9 providers of long distance service were required to pay the same level of access

10 charges to the LEC for the origination and termination of toll calls. While the

retail rates for toll service were dmerefore inflated by the high access rates, all toll

12 provider's rates were equally impacted and therefore, the high access rates still

13 permitted a competitively neutrality on the toll market.

14

15 Q- What has changed since that point in time?

16 Everything ! The LECs are not longer the only provider of service in their
|
l

17 territories. Cable telephony providers, VoIP service providers and wireless

l 18 service providers are all vying for the voice communications needs of the masses.

19 The separate and distinct long distance market has been engulfed by the all-
I

I

20 distance service offerings that voice service providers market today. LECs, cable
I
l
I

21 telephony and wireless providers are not just selling voice services over their I

22 networks. Those providers can now include broadband connections to the internet,

23 video entertainment services and more to their customers. =
I

I

I
I

I

A.

6
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1

2 Q. Do you believe these changes warrant a revisit of the initial premise upon

3 which switched access charges were priced so high?

4 A. Yes. Today, high switched access rates impede competition and the advancement

5 of broadband, to the detriment of consumers. Consumers of Arizona are not

6 receiving the full benefits a competitive market can provide. LECs do not need to

7 collect subsidies from switched access given all of the other revenue opportunities

8 their local networks now provide. I will detail the basis for these conclusions in

9 the sections that follow.

10

11 Competition and Consumers Are Harmed by High Switched Access

12 Rates

13

14 Q. Are telecommunication carriers affected by inflated switched access rates?

15 A. Yes. All carriers providing voice communication sem'vices in Arizona tenninate

16 calls to LEC customers. Because switched access is an essential input to the

17 services other carriers are providing, these coniers' input costs are increased by

18 inflated access rates. Further, the high access rates carriers pay the LECs can then

19 be used by theLECs to undercut the competing carriers' retail service offerings.

20 Obviously, a market in which competing carriers are forced to pay LECs a

21 subsidy is not one in whicha level playing yieldexists.

22
\

i

l
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1 Q, How do telecommunication carriers recover these higher input costs ?

2 A. Because the carriers are in business to make a prof i t, the access costs are

3 recovered in the price of the retail services they are offering in the market just like

4 other input costs.

5

6 Q, Are wireless carriers impacted by high access rates? Don't they only pay

7 reciprocal compensation rates to terminate their traffic?

8 A. Wireless carriers pay reciprocal compensation rates to terminate calls within a

9 Metropolitan Trading Area ("MTA"). But if the end points of a call cross an

10 MTA boundary, LECs impose access rates on wireless carriers.

11

12 Q, How many MTAs are within the state of Arizona?

13
+ age

A. There are MTAs that have at least part of their area within Arizona. As a

I

14 result, wireless carriers are impacted by high access rates they incur for calls that

15 remain withlm Arizonabut cross MTA boundarieswithin the state.

16

17 Q, Are consumers harmed by inflated access rates?
I

18 A. Yes. Consumers are harmed by unreasonable access rates. I t  is true that

19 consumers are now afforded more choices for their voice communications needs

20 than when the incumbent LECs were the oNly providers of local exchange service.

21 Most consumers have a choice between alternative carriers providing cable

22 telephony, traditional CLEC service, wireless service, and VoIP service. But each

23 of these carriers pay inflated rates to LECs they are attempting to compete
l

I

8
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1 against. Because these carriers strive to cover their input costs to ham a profit,

2 inflated intrastate switched access costs are impeding the retail offers competing

3 carriers can make available in the market. Consumers are not receiving the best

4 offers in the market because high switched access rates, originally meant to keep

5 service affordable, are now inflating the rates for all alternative services. If the

6 switched access rates are reduced, consumers will benefit from better pricing of

7 competitive offerings.

8

9 Q. Are price reductions the only benefit to consumers from the elimination of

10 access subsidies?

11 A. No. Reduced retail prices are only one way consumers can benefit firm lower

12 access rates. When access rates are lowered, consumers will benefit because

13 service providers will have more resources to expand service coverage, enhance

14 service quality, develop new and innovative service offerings, and provide better

15 pricing in the market. Thus, reducing LEC intrastate switched access charges to

16 reasonable levels will promote competition, and its many benefits, within the

17 market.

18

19 Other States and the FCC Have Addressed Switched Access Reform

20

I

21 Q. Have other states taken action to reduce intrastate switched access rates?

22 A. Yes. Many states have taken the pro-consumer, pro-competitive action to reduce

23 intrastate access rates. In Exhibit JAA - 1, I show that, so far, 17 states require

I

9



1 the largest ILEC to have intrastate rates at approximately the same level as their

2 interstate rates. Many of these states have established a mirroring policy in which

3 intrastate rates must equal interstate 1ates.2 Additionally, several states have tied

4 access rate reductions to ILEC retail rate . deregulation Legislation passed
II

e
!

1
I

5 several years ago in the state of Texas transitions LEC access rates to interstate

6 levels prior to granting remain deregulation.4 Similarly, the West Virginia Public
I
I
I
I
I

I 7 Service Commission announced that a new deregulatory framework must address

8
. . 5 . . .

and reduce intrastate switched access rates ¢ Other state comnusswns are in the

9 middle of proceedings to address intrastate switched access rates.6 The

10 telecommimications industry and state commissions widely recognize the need to

11 take action to reduce intrastate switched access rates to promote competition and a

12 level playing field.

13

i\

2 See Order, Investigation by the Department of Telecommunications and Energy on its own Motion kite
the AppropriateRegulatory Plan to succeed Price Cap Regulation for Verizon New England, Inc. d/b/a
Verizon Massachusetts' intrastate retail telecommunications services in the Commonwealth of
Massachusetts, Mass. D.T.E. 01-31 Phase I (May 8, 2002) (order requiring that Verizon's intrastate access
rates mirror its interstate rates), Report of Alexander F. Skirpan, Jr., Senior Hearing Examiner, Petition of
Sprint Nextel For reductions in the intrastate carrier access rates of Central Telephone Company of Virginia
and United Telephone-Southeast, Inc., Case No. PUC-2007-00108 (January 28, 2009)(the Hearing
Examiner's recommended decision, if adopted will require Embarq to mirror its interstate rates for
intrastate switched access in Virginia).
3 See e.g, K.S.A. 66-2005 (requiring local exchange carriers to reduce intrastate access charges to
interstate levels over a three year period and at thesame time giving the Kansas Commission authority to
grant further price flexibility), Wis. Stat. 196.196 (requiring Wisconsin utilities with more than 150,000
access lines to set intrastate switched access rates at the utility's interstate rates and at the same time giving
LECs further price flexibility), O.C.G.A. § 46-5-l66(f) (permitting Georgia local exchange companies to
become subject to alternative regulation provided they set their intrastate access rates no higher than
interstate access rates).
4 PURA 65.202 and 65.203
s See Commission Order, Petition for approval of Joint Stipulation and Agreement for Settlement and Joint
Petition for Expedited Approval of a Joint Stipulation for a Market Transition Plan for Verizon West
Virginia, Inc., Case No. 06-1935-T-PC (3/26/07) (approving rate changes pursuant to a joint stipulation .
between the Consumer Advocate Division, Commission Staff, and Verizon for a "Market Transition Plan")
6 See In the Matter of the Board's Investigation and Review of Local Carrier Intrastate Exchange Access
Rates, New Jersey Board of Public Utilities Docket No. TX08090830, Order (October 6, 2008).
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1 Q. Has the FCC reformed the interstate switched access rates of the LECs?

2 A. Yes. The FCC has authorized reform of the interstate switched access rates of the

3 incumbent LECs both 1arge7 and small,8 as well as the rates of the competitive

4 LECs_9

5

6 Q, Has the Commission previously addressed the level of LEC's intrastate

7 switched access?

8 A. Yes. In 2006, Qwest was required to reduce their switched access rates.10 But

9 Qwest's rates remain far above their interstate rate levels. The other incumbent

10 LECs have not reduced their rates leaving their rate far too high as well. And the

11 Commission has not addressed the high switched access rates charged by CLECs.

12

1 See Access Charge Reform, Price Cap Performance Reviewfor Local Exchange Carriers, CC Docket
Nos. 96-262 and 94-1, Sixth Report and Order, Low- Volume Long Distance Users, CC Docket No. 99-249,
Report and Order, Federal-State Joint Board on Universal Service, CC DocketNo. 96-45, Eleventh Report
and Order, 15 FCC Red 12962 (2000).
s See Federal-State Joint Board on Universal Service, CC Docket No. 96-45., FOurteenthReport and Order
and Twenty-SecondOrder on Reconsideration, Multi-Association Group (MA G) Planfor Regulation of
Interstate Services of Non-Price Cap Incumbent Local Exchange Carriers and Interexchange Carriers, CC
Docket No. 00-256, Report and Order, 16 FCC Red 11244 (2001)
9 See Access Charge Reform, Reform ofAccess Charges Imposed by Competitive Local Exchange Carriers,
CC Docket No. 96-262, Seventh Report, 16 FCC Rcd. 9923 (200l)("FCC CLEC Access Order")
Io Arizona Corporation Commission, Decision No. 68604

I

I



1 Qwest Advocates Access Rate Reductions in Other Jurisdictions

2

3 Q. Has Qwest expressed concern with high access rates?

4 A. Yes. Qwest has clearly shown support for lowering access rates.

5
6 Qwest Communications International Inc. ("Qwest") supports the Federal

7 Communicat ions Commiss ion 's  ( "Commiss ion") goal of reforming the existing

8 intercarrier compensation ("ICC") and universal service fund (or "USF")

9
I I Iregimes.

10
11 Qwest has ds advocated intrastate switched access rate reductions of other

12 ALEC's rates in at least one other state. 12

13

14 The Arizona LECs' Intrastate Switched Access Rates are

15 Unreasonably High in Comparison to Their Interstate Rates

16

17 Q, Does the ILEC provide the same, network functionality to complete a call

18 when both ends of the call are within Arizona as when one end point of the

19 call is in another state?

20 A. Yes. The same ILEC network elements are used to complete a call on the LEC

21 network regardless of where that call originated. The same switches and transport

22 facil ities are util ized by the LEC to complete the call. Therefore, the cost to

u Comments filed November 2008 in response to the FCC's FNPRM in 01-92
12 Pennsylvania - Dockets C-20027195, 1-00040105 and C-2009-2098380

i
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1 terminate an interstate or an intrastate call is identical. This holds true for calls

2 that originate on the LEC network as well.

3

4 Q. Is there evidence that LEC intrastate switched access rates are too high by a

5 wide margin?

6 A. Yes. As documented by AT&T, the Arizona carriers collect cumulatively [Begin

7 Confidential] $57M [End Confidential] more in intrastate switched access rates at

8 current intrastate rates versus the revenue that would be collected if interstate rate

9 levels were charged." This wealth transfer may have been justified in a market

10 that includes only one local service provider and multiple [XC competing on an

11 equal footing with one another. But today's market has LEC, Cable, VoIP and

12 wireless carriers competing for all of the customers' communications needs.

13 Requiring all other carriers to subsidize the LECs through inflated access rates is

14 no longer competitively neutral.

15

16 Q. Has Qwest or the other LECs operating in Arizona asked permission of the

I 17 FCC to charge a higher interstate switched access rate to evidence a concern

18 that its current interstate access rates are not compensatory?
I
I

| 19 A. No. Qwest has not, to my knowledge, asked the FCC to increase its interstate

20 access rates above the rate cap that has controlled its rates since 2000. If Qwest

21 believed its Arizona interstate access rates were not covering its costs, it could
I

22 have petitioned the FCC to increase the rates. Similarly, the other Arizona LECs

is AT&T presentation to the Arizona Corporation Commission in the Universal Service Workshop on July
27, 2009 - Figure calculated from Arizona calTier's response to Staff first data request.

1
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1 have not attempted to show their interstate rates are not compensatory.

2 Therefore, since the LEC has apparently concluded that its interstate rates are

3 adequate to cover their costs, there is no reason why its intrastate rate should be

4 any higher.

5

6 LECs Continue to Expand Average Revenue per User

7

8 Q. HaVe the ILE Cs greatly expanded the number of the services they now have

9 to offer to their local telephone customers?

10 A. Yes. Today, LECs offer much more than just local exchange service to their

11 customer base. The LECs now offer in-territory long distance, broadband, video

12 entertainment services and an expansive list of customer calling features. These

13 services are packaged and bundled toged'ler with local exchange service. These

14 service bundles are the lead product offerings for the LECs in today's market. The

15 discounts offered on these bundles provide significant incentive for customers to

16 purchase all of their services firm one provider. With the development of these

17 new retail services and the corresponding bundling of the new services with local

18 service, the LECs are not limited to their basic local service as the only means to
1

19 recover the cost of the local network connection from their end-user customers.

20 The LECs can now cover that basic network connection cost over a combination

21 of services, offered in most cases over the same local nehvork connection. The

22 LECs are now capable of recovering their tell basic network connection costs

23 'Nom their own end user customers. There is no policy reason to. continue to

14



1 require the competitors of the LEC to fund LEC operations through access rates

2 drat are far above the actual cost of the access functions or through explicit

3 universal service support. In fact, just the opposite is true. In this environment

4 of expanding revenue opportunities for LECs, allowing them to charge inflated

5 access rates 'm order to extract an anti-competitive subsidy is unreasonable and

6 contrary to good public policy.

7

8 Q. Is there any public information that would demonstrate the expanding

9 revenue opportunities for the LECs?

10 A. Yes. The financial reporting of many of the publicly traded LECs provides

11 meaningful information about the financial strength of the LEC corporations. The

12 data in the financial reporting is provided for the LECs total operating territories

13 not Arizona specific infonnatioxn On Exhibit JAA-2, Shave provided information

14 I have gathered about the two largest LECs operating in Arizona (Qwest and

15 Frontier).

16

17 Q. Do Qwest and Frontier report average revenue information in their

18 quarterly financial disclosures?

19 A. Yes. LECs do report average revenue information but the characteristics of data

20 reported by each LEC is slightly different. Qwest reports average retail revenue

21 per user (ARPU) for consumer customers only. Frontier reports average revenue

i 22 per access line. But the characteristics of the reported information are not as

15

I
I
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l important as the magnitude of the average revenues and the growth the LECs

2 have reported.

3

4 Q. Do the Qwest financial reports reveal significant revenue growth in a

5 consumer ARPU driven by the value of the new services?

6 A. Yes. Qwest has been able to increase consumer ARPU from $53.05 in the 3rd

7 quarter of 2007 to $58.81 in the 3rd quarter of 2009." That is an increase in the

8 average bill of $2.57 and $3.l9 over the last two years. Adoption of new

9 services propels this average revenue growth.

10

11 Q. Do the Frontier financial reports provide similar average revenue trends?

12 A. Yes. Frontier reports average service revenue per access line per month growing

13 from $62.14 in the 3rd quarter of 2007 to $66.90 in the 3rd quarter of 2009 for an

14
4 15increase of 7.7%.

15

16 Q. Is there financial information about some of the other services the LECs are

17 offering in Arizona?

18 A. Yes. The LECs have developed the capability to deliver broadband services to

19 their customer set.

20

14 ARPU trend for Qwest compiled 'dam publicly available financial reports or news releases..- See Exhibit
JAA-2
is Average revenue per access line trend for Frontier compiled from publicly available financial reports or
newsreleases. - See Exhibit JAA-2
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1 Q, Do the LECs provide high-speed internet service over the same network

2 connection to the customer premise as traditional voice services?

3 Yes. LECs provision their high-speed internet service using Digital Subscriber

4 Line ("DSL") and Fiber to the Node ("FTTN") technology over the same

5 customer network connection, or local loop, as traditional voice services.

6

7 Q. Do Qwest's financial reports provide any instructive data on their ability to

8 sell broadband service to their local telephone subscribers?

9 A. Yes. Qwest'ssystem average penetration of mass market lines for high~speed

10 Internet has grown from 28.3% to 41.9% from 3l'd quarter 2007 to the 3l'd quarter

11 of 2009.16 Although Qwest does not share publicly the average revenue they

12 derive from broadband service, a similarly sized LEC reported revenues greater

13 than $30 recently." To put this into perspective, the LECs have added a retail

14 sendce to their existing local network that generates much more revenue per

15 customer than the original service the network was built to provide. Further, with

16 only 41.9% of local service subscribers purchasing Qwest's high-speed internet

17 service, Qwest has further opportunity to expand the revenues generated Hom this

18 new service. Greater customer penetration with broadband presents more revenue

19 opportunity. Clearly, the incremental services, those services that have been

20 added to the existing local network, must be considered when determining

21 whether the ILE Cs switched access rates should remain at the levels that were

22 established before the LECs began generat'mg most of these new revenues.

16 Qwest broadband subscriber trend compiled from publicly available financial reports or news releases.
See Exhibit JAA-2
17 let quarter 2009 Embarq News Release on Financials, pages 8 and 9 of 10.

17
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1

2 Q.. Does Frontier report similar success in selling broadband service to their

3 customers?

I

l

I
I

4 A. Yes. As shown on Exhibit JAA-2, Frontier is selling broadband service to 28.9%

5 of their total access lines as of 9-30-09 up from 20.2% in the 3l'd quarter of 2007.

6

7

Although Frontier has not shared its broadband service yield per customer lately,

'm the 3'i quar ter  of 2007,  Frontier  disclosed "Our  residentia l high speed

8 penetration is 30 percent and high speed revenues continue to be over $40.00 per

9 customer per month." These broadband revenues are incremental revenues that

10 were not collected when the access rates were originally set.

11 Q. Are the LECs also providing long distance service to the majority of their

12 local service customers?

13 A. Yes. Some publicly traded LECs disclose the percentage of their local customers

14 drat also purchase their long distance service. For example, Frontier reported in

15 its 4m quarter 2007 financial reports that 64.5% of total access lines are

16

17

presubscribed to the Frontier long distance service. Qwest reported 55.3% of mass

market lines presubscribed in its 4m quarter 2007 financial reports.

18

19 Q- Why is long distance market share also important?

20 Again, the more products you a1'€ able to sell to your customers, the more

21 revenues you have to recover your fixed costs like the cost of the basic local
I

22 network connection.

23

I
i

I

i

A.

18
I



i

1 Q- Are video entertainment services also becoming an important service

2 product for the LECs?

3 A. Yes. LECs are offering satellite video services to their customers. Qwest is

4 reselling DIRECTV and Frontier is selling DISH video services. 15% of Qwest's

5

6

residential primary access line customers purchase DIRECTV services from

Qwest as of 9-30-09.18 Frontier sells video services to  7 .68 its total access lines

7 as of 9-30-0999 These services provide yet another revenue stream over which to

8 recover fixed costs of their local operations.

9

10 Q. Do the LECs have opportunities to expand the revenue they collect from

11 other services such as broadband and video entertainment?

12 A. Yes. As documented above, the ILE Cs are selling broadband and video

13 entertainment services to only a small subset of their customer base. A substantial

14 portion of the LEC local customer base has yet to purchase broadband services

15 from the LECs. Video services, either resale of satellite services or self-

16 provisioned over the local network such as 1=TTn20, also provide significant

17 opportunity for the LECs in the future.

18

is Qwest statement in their 3Q 2009 publicly available financial reports or news releases - www.qwest.com
19 Video service penetration for Frontier compiled 'firm publicly available financialreportsor news
releases. -. See Exllibit JAA-2

z0 FTTN technology is capable of delivering video service. Other LEC have chosen this path but Qwest has
yet to announce any plans to offer video in this manner choosing instead to continue toresellsatellite TV
services.
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1 Sprint's Recommendations - #1

2 Arizona LECs Should Reduce Their Intrastate Switched Access

3 Rates to Interstate Levels and Mirror Their Interstate Rate

4 Structure

5

6 Q, What changes does Sprint believe are essential for the intrastate switched

7 access rates?

8 A. Sprint recommends the Commission require all LECs operating in Arizona to set

9 their intrastate switched access rate and structure for each indiv idual access

10 serv ice equal to the equivalent interstate switched access serv ice rate and

11 structure. This includes incumbent and competitive LECs.

12

13 Q. Why is it appropriate for the Commission to reduce ILEC intrastate

14 switched access rates to interstate ratelevels in this proceeding?

15 A. Reducing each Arizona LECs' intrastate switched access rates to its interstate rate

16 levels is appropriate for several reasons. First, the ILE Cs are providing interstate

17 switched access service at these FCC approved levels, and providing services at

18 these rates eliminates the incentive to arbitrage the intrastate switched access

19 rates.2l Second, by using each LEC's existing interstate switched access rates the

20 Commission will avoid the need to determine the cost standard to be used to set

21 the rates at which LECs should exchange intrastate switched access traffic in this

21 The FCC has recently discussed the possibility of moving interstate rates closer to cost and Sprint
s orts thoseefforts. Ideally, com sensation for the exchan e of all traffic should be based on incremental
UPP . . P . g |

cost, a long overdue, lntenrn step in the right direction is to have comers match their interstate rates.

20



1 proceeding. Finally, and likely most important, the services and infrastructure

2 used to provide intrastate switched access services are the same as the services

3 and infrastructure used to provide interstate switched access services, so an order

4 requiring ILE Cs to mirror their interstate rate levels in this proceeding is a

5 reasonable next step in the reform of intrastate switched access service.

6

7 Sprint's Recommendation - #2

8 LECs Should Recover Revenue from Services Provided to their End

9 User Customers

10

11 Q, Can the basic local rates of the LECs operating in Arizona be increased

12 without jeopardizing affordability?

13 A. Yes. Although Sprint has not reviewed the local service rates of all lLECs

14 operating within Arizona, Sprint believes the LECs rates can be increased and still

15 remain affordable. The national average residential basic local service rate it was

16 $15.6222 Qwest has suggested a residential retail local service rate benchmark of

17 125% of the current weighted average rate. AT&T has estimated that benchmark

18 to be $1638.23 Qwest's suggested local service benchmark approximates the

19 current national average rate. Sprint believes the LECs local services rates could

20 be pemnnitted to increase to the Qwest suggested local service rate benchmark

22 FCC Reference Book of Rates, Price kidices and Household Expenditures for Telephone Service - Table
1.1 as of October 15, 2007 - More current data would l ikely show a higher average rate. The average rate
increased nearly a dollar frorn.2005 to 2007. A similar increase 'm the average rate from 2007 to 2009 is
l i ke ly .
7.1 AT&T presentation to the Arizona Corporat ion Commission in the Universal Serv ice Workshop on July
27,  2009
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1 without concern that the resulting rates are not affordable. When a LEC files a

2 tariff to change a local rate, and that changed rate remains at or below the local

3 rate benchmark, the filing should be approved bY the Commission. Business rates

4 should also be permitted to increase the same rate per line as residential services.

5 The local service rate increases can help offset LEC lost access. revenues.

6 Allowing LECs to recover revenue from their own end user services exposes that

7 revenue to the rigors and efficiency of competition.

8

9 Sprint's Recommendation - #3

10 LECs Should Not Be Permitted to Shift Access Revenues to Arizona

l l USF without Proving a Financial Need and a Public Benefit

12

13 Q. If the local service revenue increase does not offset the reduced intrastate

14 access revenues from mirroring interstate rates and rate structures, where

15 should LECs turn for revenue recovery?

16 A. Local telephone carders are offering more services over their local networks and

17 to their customers than at anytime in the past. These non-regulated services such

I

I
I

18 as broadband, long distance and video services provide ample oppommities for

19 the LEC to increase revenue not recovered through local service rate increases

20 firm theirretailcustomers.

21

I
I

!

22

I

i

1

i

I

I



1 Q, Is it true, Sprint does not support recovering any lost access revenues

2 through an Arizona state USF?

3 A. Sprint believes the aggregate retail revenue opportunity available to a LEC

4 exceeds the aggregate costs for all retail services provided to their customer base.

i

5 Unless proven otherwise through a thorough financial review of the LECs total

6 operations, only then would Sprint concede that some targeted support would be

7 unacceptable alternative recovery mechanism.

8

9 Q. What should a LEC be required to show to qualify for Arizona Universal

10 Service Support?

l l A. As discussed above, the LECs access rates were set high to cover a presumed

12 revenue shortfall when the retail local services provided on the local network did

13 not provide sufficient revenues to cover the costs of local service. This same

14 standard should be applied today. If the revenues available from all retail services

15 cannot cover the costs of dlose services, then a LEC should be pem:1it1ed to

16 request support by making a demonstration that it is incapable of providing

17 service without receiving support, specifying the amount of support it believes is

18 necessary, and by providing a detailed description of how the support proceeds

19 will be used.

20

21 Q, Does this conclude your testimony?

22 A. Yes it does.

i

1
i
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Exhibit JAA . 1 to the
Direct Testimony of James A. Appleby

in Docket No. RT-00000H-97-0137 and Docket N0.T-00000D-00-0572.

States Where Largest ILE Cs intrastate Switched Access Rates Approximate Their Interstate Rates

intrastate
Rate

s
s

s

$

$
s

$

$

$
$

$
s
$

s
s

$
$

$

s

$
$
$

0.0039

0.0040
0.0040

0.0041

0.0041

0.0043

0.0043
0.0043

0.0045
0.0045

0.0046

0.0049
0.0049
0.0050

0.0056

0.0056
0.0063

Rank
1
2
3
4
5
6
7
B
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23'
24
25
26
27
28
29
30
31
32
33
34
35
37
CB
36
39
40
41
42
43
44
45
46
47
48

Largest
ILEC

QWEST
AT&T
AT&T
AT&T
AT&T

VERIZON
FAIRPOINT
FAIRPOINT

AT&T
AT&T
AT&T
AT&T
AT&T
AT&T
AT&T

QWEST
AT&T
AT&T

QWEST
QWEST

AT&T
AT&T
AT&T

EMBARQ
VERIZON
VERIZON
VERIZON
QWEST

AT&T
VERIZON
VERIZON
VERIZON
QWEST

VERIZON
QWEST
QWEST
QWEST
QWEST

VERIZON
QwEST

AT&T .
VERIZON
VERIZON

AT&T
AT&T

QWEST
QWEST
QWEST

State
NM
GA
KS
KY
lL

MA
ME
Rl
NC
MS
TN
OH
IN
CA
MI
OR
WI
AL
NE
WY
SC
TX
LA
NV
VA
DE
k w
IA
FL
CT
VT
MD
MN
PA
UT
AZ
WA
MT
NY
CO'
OK
NH
NJ
MO
AR
ND
ID
SD

$
$
$
$
$
$
$
$
s
s
s
s
s
$
$
s
s
$
$
$
s
s
s

Ls
s
s

0.0072

0.0077

0.0086

0.0090

0.0092
0.0084

0.0099

0.0124

0.0125
0.0131

0.0136

0.0137

0.0145
0.0146
0.0163

0.0167

0.0169

0.0169
0.0194

0.0196

0.0225

0.0233
0.0247

0.0265

0.0293

0.0296

0.0302
0.0319

0.0345

0,0374

0.0541

NOTE:Rates are a composite calculation of all applicable minute of use rates for ILEC tariffs
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1 Q. Please state your name and business address.

2 A. My name is James A. Appleby. My business address is 6450 Sprint Parkway

3 Overland Park, Kansas 6625 L

4

5 Q. Are you the James A. Appleby that submitted Direct Testimony in this

6 proceeding?

7 A. Yes I am.

8

9 Purpose and Summary of Testimony

10

11 Q. What is the purpose of your Reply Testimony?

12 A. The purpose of my Reply Testimony is to respond to certain statements provided

13 by the other witnesses active in the proceeding. Specifically, I will reply to the

14 Direct Testimonies of Wilfred Shard on behalf of the Arizona Corporation

15 Commission staff ("Staff"), Douglas Duncan Meredith on behalf of the Arizona

16 Local Exchange Carrier Association ("ALECA"), Dr. Ben Johnson on behalf of

17 Residential Utility Consumer Office ("RUCO'7), Douglas Denney on behalf of the

18 Joint CLECs, Dr. Debra J. Aron and Dr. Ola Oyefusi on behalf of AT&T, Lisa
JJ

19 Hensley Eckert and Peter B. Copeland on behalf of Qwest Communications

20 Company L.L.C. ("Qwest") and Don Price on behalf of Verizon.

21

22 Q. Please summarize your testimony.

I
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1 A. Almost all parties to the proceeding believe that intrastate access reform is

2 needed. Comumers will benefit if the Commission authorizes another step toward

3 a fully competitive telecommunications market. Al l  LECs, incumbent and

4 competitive, should have their intrastate switched access rates and rate structure

r

5i set equal to their equivalent interstate rates and structure. ILE Cs should be

6 permitted to increase their basic local service rates up to a state-wide benchmark

7 rate to recover lost access revenues. If the Commission believes some additional

8 access subsidy recovery is necessary beyond the local rate increases, ILE Cs

9 should be permitted to recover the lost access subsidy on a per line basis from the

10 Arizona Universal Service Fund ("AUSF") on residential lines only when the

11 customer purchases standalone basic local service from the ILEC. The ALEC's

12, bundles of retail services that can now be provided on the local network provide
:

13 sufficient opportunity for the ILE Cs to recover the lost access subsidies on those

14 bundle customers. The ILE Cs should be permitted full retail rate flexibility for 1

15 bundled services if they do not already possess that regulation freedom. To keep

16 the remaining subsidy competitively neutral, a non-incumbent canter should be

17 permitted to collect the same level of subsidy the ILEC receives for serving a

18 residential customer with only local voice service at the local service benchmark

19 rate.

2.0

r
21 It is Time to Take Another Step in the Reform of Arizona Intrastate

22 Switched Access Rates

23

3
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1 Q, Do most of the parties in this proceeding agree intrastate access should be

2 reformed at this time?

3 A. Yes. Payers of switched access services and collectors of switched access charges

4 both agree reform is needed. Qwest explained '.'With the advent of competition,

5 allowing implicit subsidies becomes increasingly difficult.I AT&T provided its

6 perspective by saying "In the long run, you can have efficient competition, or you

7 can have implicit cross-subsidies built into regulated prices, but you can not have

8 both."2 Other witnesses stated that, the implicit subsidies in high access rates also

. . 3 . .
alter consumer's choice for serv lces, distort the market and increase the

10 likelihood of arbitrage,4 and ham; consumers, competition and distort carrier

11 investment.5 ALECA acknowledges reform is in the public interest.6 Even the r

12 consumer advocate agrees that to increase competition the carriers should be

13
. . . . . 7requued to interconnect wlth one another at reasonable terms and commons.

14 These parties all agree the current terms and conditions for the exchange of non-

15 local traffic are not reasonable. Reform must move forward.

16

17 Qwest's Intrastate Switched Access Rates Must Be Reformed In this Proceeding

18

1 Direct Testimony of Lisa Hensley Eckert on behalf of Qwest Corporation - page 4 lines 20-21
2 Direct Testimony of Dr. Debra J. Aron on behalf of AT&T ._ page 26 line 7-8
Ls Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T -. page 31 line 5-6
4 Direct Testimony of Lisa Hensley Eckert on behalf of Qwest Corporation -- page 5 lines 23-24
s Direct Testimony of Dr. Debra J. Aron on behalf ofAT&T - page 55 line 7-10
6 Direct Tesdrnony of Douglas Duncan Meredith on behalf of ALECA - page 6 lines 16-18
7 Direct Testimony of Dr. Ben Johnson on behalf of Residential Utility ConsumerOffice ("RUCO") .- page
30 lj118S 17-19

9
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1 Q. Do you agree with Qwest witnesses and the Staff witness that Qwest rates

2 should not be reformed as a result of this proceeding?

3 A. No. Although the Commission is to be commended for the steps it has taken in the

4 past to reduce Qwest's dilated access rates, more change is essential. Qwest

5 accurately explains why reform is important explaining that end users of other

6 carriers must not be burdened by carriers charging really low rates for local

7 service.8 Yet Qwest's current residential basic local service rate of $13.18 per

8 month in Arizona is low compared to the national average urban basic local

9 service rate of $15.62.9 Replacement of Qwest's access revenues caused by

10 setting ̀ u1tra.state access rates at interstate rate levels will only increase the basic

l l residential local service rate to approximately [BEGIN CONFIDENTIAL] 10

12 [END CONFIDENTIAL]. Clearly that result remains low in comparison to the

13 national average. Sprint agrees with Qwest that other carriers such as cable

14 telephony providers and wireless carriers that are attempting to compete with

15 Qwest should not be required to support Qwest's really low basic local rates

16 durough inflated intrastate switched access rates.

17

18 Q. If Qwest's intrastate access rates were set equal to their interstate access

19 rates, would its resulting local service rate be above or below the local service

20 rate benchmark Qwest is advocating for other ILE Cs in Arizona?

s Direct Testimony of Peter B. Copeland on behalf of Qwest Corporation ._ page 4 lines 7-10
9 Direct Testimony of James. A. Appleby on behalf of Sprint .- page 21 line 15-16 aha footnote 22
ro Qwest estimated local rate change to replace access revenues if the intrastate rates are set to intestate rate
levels can be found in collEdential Table 1 at page 62 of die Direct Testimony of Dr..Ola Oyethsi

5
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1

1 A. The resulting rate of [BEGIN CONFID ENTIAL] 11 [END

2 CGNFIDENTIAL] is not only below the national average urban residential rate

3 but it is also below the local service rate benchmark Qwest would impose on all

4 other ILE Cs in Arizona. Sprint supports setting a reasonable basic local service

5 benchmark 'm the case. We believe however that it should apply to all ILE Cs

6 including Qwest.

7

8 Q. Qwest advocates reform for other ILE Cs in a transitioned manner over one

9
. . . . 12

to three years because the change 11:1 access rates is so slgnxficant. Isn't that

10 basically what the Commission has done with Qwest's access rates so far?

11 A. Yes. The Commission has made incremental changes to the Qwest access rates in

12 the past. Orders issued by the Commission reduced Qwest's rates in a three

13 annual steps starting. 4-1-01 and again in one step on 4-1-06. By the time the

14 hearing in this case are completed nearly four years will have passed since

15 Qwest's last access rate change. Each of those past two orders reduced the access

16 revenues of Qwest" by approximately the same amount beginning on 4-1-01 in

17 Decision No. 63487 and on 4-1-06 in Decision No. 68604. If Qwest's intrastate

18

19

access rates are set equal to its interstate rates, the further revenue reduction of

4 . .
1 would be approximately the same[BEGIN HIGHLY CONFIDENTIAL]

20 as [END HIGHLY CONFIDENTIAL] the first two ordered reductions and

11 Qwest estimated local rate change to replace access revenues if the intrastate rates are set to intestate rate
levels can be found 'm confidential Table 1 at page 62 of the Direct Testimony of Dr. Ola Oyefusi
in Direct Testimony of Lisa Hensley Eckert on behalf of Qwest Corporation - page 8 shies 2-3
13 Direct Testimony at' Lisa Hensley Eckert on behalf of Qwest Corporation - page 3 lines 17-18
14 Qwest's access revenue reduction if intrastate rates set equal to interstate _ Direct Testimony of Ola
Oyefhsi on behalf ofAT&T - highly eontidendal OAO Exhibit D I

1
6
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1 essentially be the tilird step in the transition. Each time the Qwest rates were

2 reduced closer to cost. Although setting the Qwest rates at interstate access rate
r
J

3 levels would still not set Qwest's rates at cost, moving the rates to that level

4 would be another step in the transition.
1

5

6 Q.  Qwest  states that  " \V i to the adv ent of competition, allowing implicit

7 subsidies becomes increasingly diffi¢u1t.="5 Aren't the service territories of

8 Qwest the most competitive areas in Arizona?

9 A. Yes . Without a doubt the urban areas where Qwest provides service experience

10 the highest levels of competition for consumer's needs. Therefore, the access rates

11 that apply to those areas are in need of reform the most. It simply makes no sense

12 to ignore this opportunity to reform all LECs rates in the state including Qwest's.

r

13 Competition and consumers will benefit from the change.

14

15 Q. Does the Staff environ future reductions to the Qwest access rates?

16 A. Yes.16 Other than noting that Qwest rates have been addressed 'm the past,17 Staff

17 provides HO reason and no analysis supporting its position that Qwest should be
J
r

18 permitted to collect inflated access roes for an unspecified time. The reasons

19 reform is important apply equally to ILE Cs and, CLECs, large and small. The

20 access reform ruling in this case should also apply to Qwest.

1 21

15 Direct Testimony of Lisa Hensley Eckert on behalf of Qwest Corporation .-- page 4 Lines 20-2 I
is Direct Testimony of Wil8'ed Shard on behalf of Arizona Corporation Commission Stay - response to
issue 9 in the executive summary
11 On the first page of the executive summary of the Direct Testimony of Wilfred Shard on behalf of
Arizona Corporation Commission Staff

a
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1 CLECs' Intrastate Switched Access Rates Must Be Reformed

2

3 Q. Do you agree with the CLEC witnesses that CLEC access rates do not need

4 to be reformed?

5 A. No. As Staff point outs, "With respect to termination of a call to a CLEC's

6 customers, the IXCs have no alternative but to pay die CLECs' rates to terminate

7 ca11s."18 The CLEC is a monopoly provider of terminating access functionality on

8 a call by call basis. Because traffic termination is a monopoly, a regulatory

9 mandate iS necessary because CLECs, like ILE Cs, will charge as much as

10 regulators allow them to get away with charging.

11
J

12 Q. Does the testimony of Mr. Denney, the witness for the JointCLECs, illustrate

13 the point?

14 A. Yes. Mr. Denney explained that CLECs did not choose to reduce their access

15 rates when Qwest was required to in 2001 and 2006 because "There was no

16

17

reason, or benefit, for die CLECs to reduce access rates as a result of Qwest's

price cap dockets."19 Mr. Denney clearly explained that there are no market forces

18 pushing d'le CLECs to reduce their intrastate switched access rates. Absent a

19 regulatory mandate, CLEC rates for monopoly call termination will remain high

20 and inflate die cost of retail telecommunications 'm Arizona.

21

is Direct Testimony of Wilfred Shard on behalf of Arizona Corporation Commission Staff-page 9 lines
24-25
19 Direct Testimony of Douglas Denney on behalf of the Jo'mt CLECS - page 20 line 8-12

8
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I 1 Q. When looking at the market power that CLECs possess for terminating calls,

2 does it matter that the CLECs are small providers?

3 A. No. As stated above the monopoly on call termination is call by call. If the CLEC

4 serves one end user customer, it has the market power to charge what it wants to

5 terminate to that one customer absent regulatory intervention. Therefore, access

6 reform must address all CLECs' switched access rates along widl all ILE Cs'

7 access rates.

8

9 All LECs Should Mirror Their Interstate Access Rates and Rate Structure

10

11 Q- Why is the interstate rate of each LEC the appropriate rate level for that i

J

12 LEC's intrastate rates at this time?

13 A. First, die lowest prevailing rate each LEC offers to exchange non-local traffic

14 today is the LEC's interstate rate level. If the level Of compensation is acceptable

15 for interstate comlnunications, it should be acceptable for intrastate non-local

16 traffic as well. Second, the LEC is providing the exact same action for non-

17 local interstate and intrastate traffic. Since the same switching and transport

18 equipment is being utilized to provide both 'interstate and Mtrastate traffic, there is

19 no basis for the charges to differ. Thilrd, pricing intrastate access at interstate rate

20 levels will reduce billing costs and reduce rate arbitrage." Fourth, many other
J

21 states have in the past adopted the interstate rate level as the appropriate standard

22 for intrastate access rates and more states are recognizing this is the appropriate

Eu Direct Testimony of Douglas Denney on behalf of the Joint CLECs - page 6 line 15

21 Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T -- Page 45 line 7 to page 46 line 2

9



1 intrastate rate Sande." Just this week, the New Jersey Board of Public Utilities

2 agreed to require all LECs, `1;r1cumbent and competitive large and small, to set

3 dleir intrastate rates at interstate rate levels." Finally, as discussed further below,

4 the interstate rate level will get us further towards what Sprint believes should be

5 the industry's estimate goal of pricing all traffic exchange at marginal cost than

6 any other proposal provided in this proceeding.

| Q. Is the interstate rate level the final rate level for the exchange of traffic in a

9 competitive market?

10 A. No. The interstate rate level Sprint and AT&T advocate in this proceeding is not

11 the Final basis upon which access functionality should be provided to odler

12 carriers in at competitive market. Ultimately, Sprint believes that carriers should

13 be willing to exchange traffic with all other carriers at the marginal cost of that

14

15

functionality. Sprint further believes that the cost on a broadband network

approaches zero.24 But setting the rates at interstate levels is an incremental step

16 towed that ultimate goal. "Consumers are best served when prices ref lect

17 underlying cost and all competitors can compete on a level playing Held."25

18 Therefore, it is best to eliminate as much of the overcharges in access as possible

19 as quickly as possible.

20

J

i
Z2Direct Testimony of James. A. Appleby on behalf of Sprint Exhibit JAA-l , Direct Testimony of Dr. Ola
Oyefusi on behalf of AT&T .- Page 48 line 7-20
7-3 In the Matter of the Board's Investigation and Review of the Local Exchange Carrier intrastate Exchange
Access Rates in BPU Docket No. TX08090830 - Order released February 1 2010.
24 "Thus, for example, in areas where broadband services are widely available at affordable prices, then the
marginal cost of carrying voice traffic on such a network will be very small." Direct Testimony of Dr. Ben
Jolmson on behalf of RUCO _ Page 21 line 4-6
Zs Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T - Page 21 line 25 to page 22 line 2

J
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1 Q. Are the Joint CLECs correct that the interstate rate level is not a good

2 standard because it was a negotiated rate and the rates could be

3 confiscatory?

4 A. I acknowledge that the interstate rate for price cap carriers was proposed by a

5 group of access rate payers and receivers and adopted by the FCC, but that does

6 not mean the rate does not provide reasonable compensation forcall termination.

7 These rates are far above the marginal cost of call termination. Although I am not

8 an attorney, as a practical matter, I don't see how a rate can be confiscatory if the

9 rate covers the cost of the function provided. Further, even if the Commission

10 decided to require all carriers to exchange intrastate access traffic under a bill-

11 and~keep arrangement, the carriers would still have the 0pp011w1ity to collect the

12 costs of performing the call termination function from their retail customers.

13 Again, the legitimate costs would be recovered. It should be noted that wireless

r

14 carriers collect their cost of terminating INC delivered traffic in the retail rates for

15 wireless service, not from the laCs and their customers. Although collecting call

16 termination costs from retail customers. causes an obvious disadvantage for

17 wireless carriers relative to landline carriers that are permitted to impose inflated

18 access rates for call termination on other carders, no wireless carrier to my

I
19 knowledge has challenged recovery of call tenninadon costs from end users as

20 cordiscatory. J

21

22 ILEC Basic Local Rates Can Increase to Cover Access Revenue Reducions

23

11
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1 Q. Do most parties agree that some local service rate increases should

2 accompany access reform?

3 A. Yes. Qwest, AT&T, VZ, ALECA, Sprint and even RUC() agree that local rate

4 increases can be used to offset access revenue reductions. Dr. Johnson concedes .

5 "Hence, some access reductions may be appropriate and some .increase in local

6
. 26rates may be vented."

7

8 Q. Based on the information provided in this proceeding thus far, what is the

9 affordability standard for residential basic local service?

10 A. Qwest had recommended a residential local service rate benchmark of 125% of

11 the current state-wide average local rate or $16.38. The state-wide average used

12 Qwest's current basic local rate not the rate that would result if Qwest's intrastate

.13 rates were set equaL to their interstate rate and the difference recovered in their

14 local rate. If the Qwest rate was increased as indicated above, the state-wide

15 average will increase by approximately [BEGIN CONFIDENTIAL]

16 [END CONFIDENTIAL] 125% of dlat newly set state-wide average would then

17 result in a residential local service benchmark rate of [BEGIN

18 CONFIDENTIAL] [END CONFIDENTIAL] Setting the residential local

19 service rate benchmark at this level will help facilitate access reform while

20 penznitting local services rates to remain affordable across Arizona.
I

21

22 Q. What is the basis for your opinion that your recommended residential local

-23 service rate benchmark is affordable?

be Direct Testimony of Dr. Ben Johnson on behalf of RUCO .- page 18 line 19v20

12
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1 A. First of all, AT&T has calculated that adjusting the e>dst'u1g ILEC residential local

I in an2 service rates for inflation since those rates were originally set would result

3 average rate of approximate $17.50.27 Second, several states have set local

4 service rate benchmarks that exceed $17.5098 And finally the combination of the

5 recommended local service benchmark, a $6.50 subscriber line charge and the

6 average taxes and surcharges results 'm a rate that is less than the rate ILE Cs are

7 charging in 28 urban cities across the countq/.29 Clearly, this recommended local

8 service rate benchmark will result in an affordable rate.

9

10 Q. Do you agree with the ALECA witness Mr. Meredith that setting a local

1

11 service rate benchmark is complicated and not needed?

12 No . I do not agree that setting a local service rate benchmark is complicated. And

13

1.4

is very much needed. To support the public policy goal of universal service,

basic local service is still set at a level deemed affordable. The benchmark simply I
15 sets that affordability standard for all consumers in Arizona. Setting a benchmark

16 on a state-wide level also protects the interests of Arizona consumers living in

17 higher  cost areas who could be expected to pay more than consumers in  lower

18 Cost UIlb8I1 areas.

r
s

r

19

20 Q. Do you agree with Qwest that a separate benchmark is necessary for business

21 rates ?

21 Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T .-- Page 59 line 13 to page 60 line 3
Hz Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T -. Page 60 line 6-9 .
29 2008 Reference Book of Rates, Price Indices, and Household Expenditures for Telephone Service,
Industry Analysis & Technology Division Wireline Competition Bureau - Table 1.3 Residential Telephone
Rates in Sample Cities (As of October 15, 2007) .- Attached as JAA-ZR

13
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1 A. I agree that the business rates should not be subsidized in the same manner as

2 residential rates. Setting a separate single-line business rate benchmark at 125%

3
. . 30

of the state-wlde average business rate as Qwest advocates seems reasonable but

4 the state-wide average should be calculated using the Qwest Business rate after

5 Qwest increases its local business rate to offset reduced access revenue caused by

6 setting the Qwest intrastate access rates at interstate rate levels.

7

8 Q. Do you agree with AT &T that the local service rate benchmarks should be

9 adjusted over time?31

10 A. If the ILE Cs are permitted to collect any portion of the access subsidies through I

11 the Arizona Umlversal Service Fund (AUSF), then yes, the affordability standard

a

12 upon which the lLECs collect from the AUSF should be adjusted for inflation.

13

14 Arizona Universal Service Fund Should Play a Limited Role in Access Reform

15

16 Q. Do you believe the AUSF should be a make-whole or revenue neutral funding

17
3 . . .source z for any access revenue reductions not recovered in basic local rate

I 18 increases"

r

19 A. No. As RUCO witness Dr. Johnson explained, revenue neutrality protects carriers r

1

20 collecting subsidies but fails to consider the consumers.33 Staffs proposal

21 recognizes the coniers proposing to increase AUSF have not proven a need to

so Direct Testimony of Peter B. Copeland on behalf of Qwest .- page 4 line 14-16
31 Direct Testimony of Dr. Ola Oyefusi on behalf ofAT&T - Page 57 line 3-4
oz ALECA wants no local rate increases and revenue neutral replacement of access revenues from the
AUSF. - Direct Testimony of Douglas Duncan Meredith of behalf of ALECA - page 7 line 1-8 .
as Direct Testimony of Dr. Ben Johnson on behalf of RUCO - page 50 line 12-15

14
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1 retain any of the access overcharges.34 The Joint CLECs and RUCO believe the

2 ILE Cs should be required to prove a financial need for an AUSF subsidy

3 collection." Any shift from access charges to the AUSF should only occur if there

4 is a demonstration that subsidies are needed in today's marketplace. Further, if

5 the recovery of subsidies is shifted iron access charges to AUSF you are simply

6 changing the way the subsidies are collected from customers, in the form of a

7 surcharge on the customers' bills instead of through higher retail service rates to

8 telecommunications services. Either way, the customers pay the subsidy when

9 they pay their service provider's bill. It is important that the reform process ensure

10 that a subsidy is needed before you determine how the subsidy Will be collected.

11

12 Q. What should be considered in a financial analysiS to determine if the ALEC's

13 subsidies are still needed?

14 A. As explained in my direct testimony, ILE Cs have more services to sell over their

15 local networks than ever before. These services provide significant contributions

16 toward an ALEC's recovery of the Fixed costs of the local network. I explained

17 that the average retail revenue per customer the ILE Cs generate on the local

18 network has greatly expanded. Any financial review of an ALEC's need to retain r
r

19 subsidies should consider costs and revenues of GM of the retail services provided

20 on the local network as well as the subsidies collected firm the Federal

21 jurisdiction.

"Direct Testimony of Willied Shard on behalf of Arizona Corporation Commission Staff -- page 19 line
16-20
35 Direct Testimony of Douglas Denney on behalf of the Joint CLECs - page 11 line 11-12; Direct
Testimonyof Dr. BenJohnson on behalf of RUCO - page 50 line 15-18 .

f
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r
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1

2 Q. Do you believe an LLEC's other services provide more than enough support

3 to permit the ILEC to manage the access revenue reductions that are not

4 offset by basic local service rate increases?

5 A. Yes. Sprint believes each ILEC is able to manage the transition of intrastate

6 access rates to interstate access rate levels without burdening the customers of

7 other carriers with surcharges paid into a new subsidy support system. However,

to the extent an ILEC is required to provide stand-alone basic local service to any

9 customer that desires only that service and the [LEC rate they are permitted to

10 charge for that basic service is still controlled by public policy, a subsidy system

11 that provides support for stand-alone basic residential local service customers r

J

12 would be acceptable. Dr. Aron, witness for AT&T, shares my perspective when

1

13 she stated "If a provider has been granted 13111 pricing flexibility on certain lines

14 (e.g., 1`mes on which the customer is purchasing service 'm unregulated bundles),

15 or on all lines, there is no longer any justification for aLlowllng excessive access
I

16 rates to subsidize those lines, and no compensation for reducing access rates on r

17

18

those lines is called for. The provider would already have the opportunity to

recover its local service costs in a retail market as competition permits"36

19
1

20 Q. Is ALECA correct that the only place an ILEC can collect reduced access

21
. . . . . 37r€vcl1uBs is through basic local service rates and universal service support?

as Direct Testimony of Dr. Debra J. Aron on behalf of AT8cT .-- page 89 line 1-6
:41 Direct Testimony ofDouglas Duncan Meredith on behalf of ALECA - page 10 line 20-21
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I A. No. As documented in my direct testimony from the public statements by Qwest

2 and Frontier3g the local networks are providing far more retail services to

3 customers than 'm the past. These non-regulated services provide the opportunity

4 for positive financial margins that can relieve the customers of other carriers from
f
J

r

5 continuing to pay large subsidies to ILE Cs.

6

7 Q, Do you have any research on the services the smaller ILE Cs are providing in

8 Arizona?

9 A. Yes. Exhibit JAA-IR shows a list of ILE Cs and the retail services they offer to

10 their customer base as shown on each compa.ny's website. As expected most of

11 these ILE Cs are sophisticated businesses offering far more than just basic local f

12 service over their local networks. Eleven of the twelve ILE Cs are offering DSL

f
13 service. On the websites that contained pricing information, the price for entry

14 level DSL was at least $39.95. Eight of the twelve smaller ILE Cs offered long

15 distance service to their local voice customers. At least 3 ILE Cs offered cable TV
1

16 serv ice, one of fered DIRECTV serv ice and although I am sure some TDS

17 aff iliated companies offer v ideo service to their customers, I was unable to

r 18 determine if the two Arizona TDS a8i1iated ILE Cs offer video services. 9

19 1

20 Q. Do the ILE Cs bundle these services to cater to individual customers service

21 needs?
5

22 A. Yes. Several of the ILE Cs combine their service offering into bundles and offer

23 discounts to the customers that purchase more than one service. A good example

so Direct Testimony of James A. Appleby on behalf of Sprint -.. pages 1.4-19

E
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i
1 of the bundled service offerings can be found on the excellent website of Valley

Telephone Cooperation ("Va.lley"). Valley offers a local voice and DSL b`LllI1d1€

3 for $59.95, a local voice and video service bundle for $69.95, a bundle of video

4 and DSL without local voice for $89.95, or a residential customer in Valley's

5 service territory can get all three services for $99.95. Clearly the revenue

6 opportunities for Valley far exceed their $13.75 basic local voice revenue stream.

7

8 Q. How should the limited subsidy available on stand-alone residential basic

9 local service customers be calculated?

10 A. Sprint recommends each ILEC determine the total access revenue reduction that

11 will 39
occur when the LECs intrastate rates 8I€ set equal to interstate rate levels.

12
. 40New local service revenues that could be generated by increasing the basic local J

r

13 serv ices rates to the benchmark rate level Sprint recommends should be

14 subtracted from the total access revenue reduction. If there is a remainder, that

15 revenue should be divided by total access Lines. The per line remainder will be

16

17

the recovery the ILEC is permitted to collect each month for each residential

customer that only purchases basic local service. If the customer purchases, any
1
I

18 features, long distance or broadband service provisioned on the local network, the

I

19 ILEC will not receive dm AUSF subsidy on those lines.

1
20

39 The most recent 12 month worth of access service demand and delta between current intrastate and
interstate access rates should be used to calculate the access revenue reduction.
to The ILE Cs should have the option to increase basic local service rates to the rate benchmark but that
.change should not be mandatory. However, subsidy collection 80m the AUSF would assume the rate was
increased.

'L

2
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1 Q, Should an ALEC's subsidy support ever be "frozen" at a fixed amount as

2 proposed by ALECA?'"

3 A. No. If subsidy collection is set at a fixed dollar amount, the ILEC will be

4 insulated Hom competitive loss. Any subsidy amount should be set on a per line

5 basis and be awarded on only residential lines that are actually served during a

6 given period of time. With the rapid changes in the market, the actual lines

7 served should be updated as often as administratively possible, at a minimum

8 quarterly.

9

10 Q. Isn't the limited additional AUSF Sprint proposes tailored exclusively to the

11 benefit of only the incumbent?

12 A. Not really. To the extent the ILEC is the only carrier required to sell stand-alone

13 basic local service at rates that are suppressed by public policy, the fund is really

14 targeted at residential local service customers that want only basic local service,

15 not specifically at incumbent carriers. To make the program competitively

16 neutral, the CoMmission could certify other carriers that offer basic stand-alone

17 service to residential customers at the rate benchmark to receive the same subsidy

18 support per line that the ILEC receives.

19

20 Q. Do you have any estimate of the number of residential customers that

21 purchase only basic local service today?

22 A. I do not have any carrier specific data for the ILE Cs in Arizona. But I have seen

23 data from other states and publicly reported information that suggested only 20-

41 Detect Testimony of Douglas Duncan Meredith of behalf of ALECA - page 8 line 6-8
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1 30% of residential local service customer buy just basic local service from the

2 ILEC. That means 70-80% of residential customers purchase enough services

3 provisioned over the local network to permit the ILEC to manage the transition

4 away from access subsidies.

5

6 Q. Do the ILE Cs in Arizona have sufficient retail pricing flexibility to manage

7 the transition?

8 A. I am not aware of the level of retail rate regulation that exists in Arizona today for

9 each of the ILE Cs. But competition is occurring for service bundles. Cable

10 telephony providers are offering bundles of voice, broadband and video. Wireless

11 coniers are offering bundles of voice and data (internet and testing). Over-the

12 top VoIP providers are offering all-distance voice service. The ILE Cs should be

13 able to respond to that competition. Sprint does not object to ILEC retail rate

14 flexibility for service bundles along with the reductionof access rates that needs

15 to occur as part of the transition to a fully competitive market.42

16

17 Q. Has ALECA proven a need to collect additional subsidy, unrelated to the

18 access subsidies, from the existing High Cost Funding program?

19 A. No. ALECA has shown absolutely no financial support to retain their exxstmg

20 access overcharges and certainly no support for the need to expand the subsidy

42 Verizon agrees the ILE Cs should be granted greater retail pricing fie>dbility for rate-regulated services. -
Direct Testimony of Don Price on behalf of Verizon - page 3 line 22 to page 4 line 2

20



1 burdens on other carriers' customers. No other pa11y43 in the case supports

2 ALECA attempt at expanding its subsidy grab.

3

4 Compensation on Local Calls between CLECs and Wireless Carriers Are

5 Outside the Scope of This Proceeding

6

7 Q, Should the Commission address the compensation level CLECs and wireless

8 carriers collect for local calls within this proceeding?

9 A. No. Wireless traffic terminated within a MTA is clearly governed by 251(a) and

10 (b) of the Telecom Act and not the access charge system contained in 251(g).

11 This proceeding is addressing access rates and not local interconnection charges.

12 Accordingly, the issue raise by the Joint CLEfs is outside the scope of this

13 proceeding.

14

15. Q. Does this conclude your reply testimony?

16 A. Yes it does.

\

\

43 Direct Testimony of Ola Oyetixsi on behalf of AT&.T -. page .10 line 38-43; Direct Testimony of Don
Price on behalf of Verizon - page 4 line 2-3, Direct Testimony of Don Price on behalf of Verizon - page 4
line 2-3
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State city
Telephone
Company

Monthly Telephone Rate
Including Touch-Tone,

SLCs, Surcha es, and Taxes
Cost of a

Five-Minute
Same-Zone

Davtime Call

Connection Charges
Including Touch-Tone,
Surcharges, and Taxes

Least-Cost
Inside Wiring
Maintenance

PlanFlat-Rate
be ice

Measured/Message
Service

AT&T
ACS
Qwest
AT8LT
AT&T
AT&T
AT&T
AT&T
Verizon
AT&T
AT&T
AT8cT
AT&T
AT&T
AT&T
AT&T
Qwest
Qwest
Qwest
AT&T
AT&T
Verizon
AT&T
Verizon
AT&T
AT&T
AT&T
Verizon
AT&T
AT&T
AT&T
AT&T
Verizon
Citizen
AT8cT
AT&T
AT&T
Verizon
Verizon
Verizon
Verizon
Verizon
AT8LT
AT8cT
AT&T
Qwest
Qwest
AT&T
AT&.T
AT&T
AT&T
Qwest
Qwest
Verizon

$26.60
25.34
22.62
29.26
37.47
16.70
16.70
16,70
26.3 I
18.46
17.92
17.38

27.00
16.70
16.70
17.24
26.22
26. 16
25.06
25,39
24.30
21.11
23.71
27.87
23.71
25.43
28.26
26.50
18. 88
25.98
25.38
19.85
25.82
21.46
28.44
23.28
22.86
27.79
28.94
29.95
29.95
29.95
30.38
28. 1 S
30.39
22.00
22.99
29.93
23.69
20.94
23.41
32.45
28.74
18.43

17.22
20.47
20.58
11.24
11.24
11.24
18.50
12.43
12.06
11.60

18.99
11.24
11.24
11.52
19.84
19.85
19.07
15.48
15.52
14.61

19.90

11.28
17:72
17.12

20.85
22.45
22.45
22.4s
23.40
21.97
25.13
16.28
17.43

15.83
15.62
15.68
24,79
22.92
14.30

0.20
0.07
0.07
0.06
0,06
0.06
0.08
0.06
0.06
0.06

0.08
0.06
0.06
0.06
0.13
0.13
0.13
0.1s
0.18
0.06

0.10

0.04
0.02
0.02

0.10
0.09
0.09
0.09
0.07
0.07
0.07
0.10
0.10

0.08
0.08
0.08
0.05
0.10
0.10

$40.00
53.50
30.61
45.00
45.00
36.97
36.97
36.97
49.22
36.97
36.97
36.97

50.52
36.97
36.97
36.97
38.93
38.72
37.71
65.00
65.00
24.89
49,72
77.87
49.72
42.50
44.24
52.09
39.39
39.39
39.39
47.00
62.35
13.06
44.52
44.28
42.23
4s.90
52.24
14.59
14.59
14.59
46.90
44.79
44.79
19.54
19.63
49.22
37.47
37.25
37.30
26.00
37.22
46.58

$6.95
2.00
4.75
7.00
7.00
5.00
5.00
5.00
3.99
5.00
5.00
5.00

3.99
5.00
5.00
5.00
4.75
4.75
4.75
4.90
4.90
3.99
6.95
3.99
6.95
6.95
6.95
5.45
6.99
6.00
6.99
6.99
3.99
3.95
6.95
6.95
6.95
3.99
3.99
3.99
3.99
3.99
6.99
6.99
6.99
4.75
4.75
6.95
7.00
7.00
7.00
4.75
4.75
3.99

Alslaama
Alaska
Arizona
Arkansas
Arkansas
.California
California
Caliliumia
California
Cdifomia
California
Cdiforni l

California
California
California
California
Colorado
Colorado
Colorado
Connecticut
Connecticut
District ofColumbia
Florida
Florida
Florida
Georgia
Georgia
Hawaii
Il l inois
Illinois
Illinois
Indiana
Indiana
Iowa
Kentucky
Louisiana
Louisiana
Maine
Maryland
Massachusetts
Masadrusetts
Massachusetts
Michigan
Michigan
Michigan
Minnesota
Minnesota
Mississippi
Missouri
Missouri
Missouri
Mnmana
Nebraska
New Jersey

Huntsville
Anchorage
Tuscon
Pine Bluff
West Memphis
Anaheim
Bakersfield
Fresno
Long Beach
Los Angeles
Oauldand
Salinas

San Bernardino
San Diego
San Francisco
San Jose
Boulder
Colorado Springs
Denver
Ansonia
Norwalk
Washington
Miami
Tampa
West Palm Beach
Albany
Atlanta
Honolulu
Chicago
Decatur
Rock Island
Indianapolis
Terre Haute
Fort Dodge
Louisvi l le
Baton Rouge
New Orleans
Portland
Baltimore
Boston
Hyannis
Springfield
Detroit
GrandRapids
Saginaw
Detroit Lakes
Minneapolis
Pascagoula
Kansas City
Mexico
SL LouLis
Butte
Grand Island
Phillipsburg

Table 1.3
Residential Telephone Rates in the Sample Cities 1

(As of October 15, 2007)



State City
Telephone
Company

I

Monthly Tel¢phuue Rate
Including Touch-Tone,
S u r e r es. and Taxes

Cost of a
Five-Minute
Same-Zone

D o me Cal l

Connection Charges
Including Touch-Tone,
Surcharges, and Taxes

Least-Cost
Inside \Viring
Maintenance

Plan
F la t -Rat e

S e  i c e
Measured/Message

Service

24.46
34.84
35.78
32.99
36.37
33.86
26.37
28.80
28.21
22.18
24.87
2.2.54
22.23
22.33
22.83
22.83
23.66
24.10
24.71
22.30
25.05
25.05
2309
30.75
24.05
23.59
23.59
20.04
21.76
23.01
21.62
22.88
20.66
21.29
31.05
28.72
28.96
21.23
31.31
38.59
38.57

15.49
22.17
22.68
22.05
23.42
22.63
1646
0.00
0.00

16.36
15.19
16.62
l6_40
16.47
15.59
15.54
19.03
19.58
16.92
19.58
18.19
18.19
18.46
19.10
15.80
16.42
16.42
14.68
16.42
16.54
15.42
16.46
14.93
19.28
17.67
19.41
22.28
17.34
14.51
19.78
19.76

0. 15
0 0 9
0.09
0.09
0.09
0.09
0.15
0.00
0.00
0.08
0.15
0.08
0.08
0.08
0.15
0,15
0.07
0.07
0.07
0.01
0.07
0.07
0.07
0.05
0.12
0.10
0.10
0.08
0.08
0.08
0.08
0.08
0.08
0.10
0.09
0.1 l
0.02
0.07
0.16
0.04
0.04

33.49
63.18
64,63
62.83
64.58
64.48
38.01
45.64
45.64
38.69
25.70
39,33
38.78
38.96
18.17
18.17
43.60
43.60
51.44
43.60
44.00
44.00
43.60
37.21
32.30
45.44
45.44
41.51
41.47
41.51
41.32
41.13
41.13
27.67
45.60
45.06
50.22
32.98
44.10
49.30
49.30

4.75
3 99
3.99
3.99
3.99
3.99
3.95
6.95
6.95
7.00
5.95
7,00
7.00
7.00
4.75
4.75
3.99
3.99
3.99
3.99
3.99
3.99
3.99
3.99
5.45
6.95
6.95
7.00
7.00
7.00
7.00
7.00
7.00
4.75
3.99
3.99
3.99
4.75
3.99

Qwest
Ver izon
Verizon
Ver izon
Ver izon
Verizon
Cit izen
A T & T
A T & T
A T & T
Cincinnat i  Bell
A T & T
A T & T
A T & T
Qwest
Qwest
Ver izon
Verizon
Ver izon
Ver izon
Verizon
Verizon
Ver izon
Verizon
Ernbarq
A T & T
A T & T
AT8cT
A T & T
A T & T
A T & T
A T & T
A T & T
Qwest
Ver izon
Ver izon
Verizon
Qwest
Ver izon
A T & T
A T & T

New Mexico
New York
New York
New York
New York
New York
New York
North Carolina
North Carolina
Ohio
Ohio
Ohio
Ohio
Ohio
Oregon
Oregon
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Pennsylvania
Rhode Island
South Carolina
Tennessee
Tennessee
Texas
T e x t
Texas
Texas
Texas
Texas
Utah
Virginia
Virginia
Washington
Washington
W est Virginia
Wisconsin
Wisconsin

Alamogordo
Binghamton
Buf f a lo
Massena
New York City
Ogdensburg
Rochester
Raleigh
Rockingham
Canton
Cincinnat i
Cleveland
Columbus
Toledo
Corvallis
Port land
A llentown
Ellwood  City
Johnstown
New Cast le
Philadelphia
Pittsburgh
Scranton
Providence
Bear  or t
Memphis
Nashvi lle
Brownsvi lle
Corpus Christi
Dallas
Fort  Worth
Houston
San Antonio
Log an
Richmond
Smit.h.Eeld
Everet t
Seattle
Hunt ing ton
Mi lwaukee
Racine

Table 1.3
Residential Telephone Rates in the Sample Cities - Continued 1

(As of October 15, 2907)

1 All f igures an: preliminary and subject to revision.

t.



BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS

KRISTIN K. MAYES, Chairman
GARY PIERCE
PAUL NEWMAN
SANDRA D. KENNEDY
BOB STUMP

IN THE MATTER OF THE REVIEW AND
POSSIBLE REVISION OF ARIZONA
UNIVERSAL SERVICE FUND RULES,
ARTICLE 12 OF THE ARIZONA
ADMINISTRATIVE CODE.

RT-00000H-97-0137

IN THE MATTER OF THE
INVESTIGATION OF THE COST OF
TELECOMMUNICATIONS ACCESS.

)E

go Docket No.

)D
)D
)D
)D
)D Docket No.T-00000D-00-0672
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Q. Please state your name and business address.

A. My name is James A. Appleby. My business address is 6450 Sprint Parkway

Overland Park, Kansas 66251 .

Q, Are you the James A. Appleby that submitted Direct and Reply Testimony in

this proceeding?

A. Yes I am.

Purpose and Summary of Testimony

Q. What is the purpose of your Rejoinder Testimony?

A. The purpose of my Rejoinder Testimony is to respond to several statements provided

in die Reply Testimonies of Wilfred Shard on behalf of the Arizona Corporation

Commission Staff ("Staff'), Douglas Duncan Meredith on behalf of the Arizona

Local Exchange Cahier Association ("ALECA"), Lisa Hensley Eckert on behalf of

Qwest Communications Company L.L.C. ("Qwest"), Douglas Denney on behalf of

the Joint CLECs and Douglas Garrett on behalf of Cox Arizona Telkom LLC.

Q. Please summarize your testimony.

A. Sprint has not changed any of its policy positions articulated in my previous two

testimonies. We still believe reform of switched access charges is essential to the

development of a fully competitive market. Consumers will benefit if the

Commission authorizes anodier step 'm the transition. A11 LECs, incumbent and



competitive, should have their intrastate switched access rates and rate structure set

equal to their equivalent interstate rates and structure. Failing to reform or even

delaying reform for one LEC, such as Qwest, or group of LECs, such as CLECs,

harms Arizona consumers. Postponing the decision to reform the access rates of one

LEC or a group of LECs to another proceeding creates duplicative processes and

utilizes more of the Commission's limited resources than is necessary. The economic

and public policy reasons to control LEC switched access rates at a certain level

applies equally to all coniers 'm doe Arizona markets. A uniform policy applicable to

all LECs should be the outcome of tads proceeding.

All LECs Access Charges Should be Reformed in this Proceeding

Q. Ms. Eckert suggests Qwest's public policy on access reform is refined from when

it advocated that intrastate rates mirror interstate levels. She points to rate

arbitrage as the reason mirroring the largest LEC rate is better than mirroring

interstate rate levels.1 Will benchmarking the largest LEC rate fix rate

arbitrage?

A. No. Rate arbitrage opportunities are created when switched access rates are

significantly above the actual cost of performing the switched access function. This

margin in the monopoly access charge pennies the LEC to share a portion of die

collected access revenues with a third-party business that promises to drive traffic to

the LEC. As long as there are significant margins in the access charges of a particular

1 Reply Testimony of Lisa Hensley Eckert on behalf of Qwest .- page 2 line 21 to page 3 line 2

3



LEC, the LEC has an opportunity to engage in traffic pumping. If the largest LECs

rates are set at reasonable levels dlat contain limited margins, yes, rate arbitrage like

traffic pumping is controlled. But that is not the current situation with Qwest's

intrastate rate in Arizona.

Q, If LECs rates are benchmarked to Qwest's existing rate level, do you believe the

rates would no longer contain enough margin to eliminate rate arbitrage

opportunities?

A. No. Qwest's rate benchmark would penni all LECs in AZ, including Qwest, to

. . 2
continue to charge rates that far exceed the cost of access service. The FCC's

economic cost standard for local traffic exchange is TELRIC. TELRIC includes not

only the incremental cost of traffic exchange but also an allocation of common costs

and a return on investment. The Qwest TLERIC based rate for switching and

transport functions in Arizona is $002349 Qwest's intrastate rate is more Dian nine

times as high as this generous cost standard. Clearly, CLECs benchmarked to the

Qwest rate or even Qwest itself can still engage in traffic pumping with the margins

that will remain witiniil the intrastate switched access rates 'm Arizona.

2 Verizon concurs the Qwest intrastate access rates in Arizona are well above economic cost..- Reply
Testimony of Don Price on behalf of Verizon .- page 49 line 13-16
PA SURVEY OF UNBUNDLED NETWORK ELEMENT PRICES IN HIE UNITED STATES Billy Jack
Gregg Director Consumer Advocate Division Public Service Commission of West Virginia (Updated
March 2006)
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Q. Is it more likely the Qwest public policy position has been "refined" to protect

Qwest's high margin switched access rates and the competitive advantage those

rates provide?

A. Yes. As explained above, reform as advocated by Qwest will not solve the rate

arbitrage problem. Rates set at Qwest's inflated rate level will simply permit Qwest

and other CLECs to continue to inflate the retail service offerings of competing

carriers at the expense of Arizona consumers.

Q, Just like Qwest, isn't the CLECs also advocating reform not altering their rates

this time around?

A. Yes. Mr. Denney4 and Mr. Garrett5 wish to avoid reform in this proceeding. They

both point to the smaller ILE Cs as the carriers 'm need of reform. But the record in

this proceeding is clear, all LECs, ILEC or CLEC, large or small, charge too much for

switched access in Arizona. The consumers are best served if the Commission

uniformly applies one standard to LEC access rates. A11 LECs should mirror their

interstate rate level as a long overdue, necessary step in the right direction toward

cost-based rates. No carrier or group of carriers should be excluded from the

application of dis unifomi policy at the conclusion of the proceeding.

Existing Cost Allocation Rules Do Not Match Broadband Investment and Expense

with Broadband Revenues

4 Reply Testimony of Douglas Denney on behalf of Joint CLECs .- page 4 line 8-9
5 Reply Testimony of Douglas Garrett on behalf of Cox Arizona Telkom LLC. - page 7 line 1-7
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Q, Are Mr. Meredithe and Mr. Shandy correct that the FCC's elaborate cost

allocation rules ensure the proper allocation of costs between regulated and non-

regulated services?

A. No. The existing rules that instruct ILE Cs on how much investment and

corresponding expenses to apportion, both categorically and jurisdictionally, are

based on factors which have been frozen since 2000. These factors were frozen long

before the substantial changes in ILEC investment to deliver broadband services to

the market.

Q. Is there a mismatch of broadband revenues and the expenses associated with

providing broadband services?

A. Yes. Broadband was originally allocated to the interstate jurisdiction as a regulated

special access service. Later the FCC deregulated the ILE Cs' provision of broadband

service. A11 of the revenues associated with ILEC broadband are assigned to

interstate, but only a small portion of the `1nvestment and expenses for broadband

services are also assigned to the interstate jurisdiction. ILE Cs intrastate revenue

requirements are overstated because 100% of the broadband costs have not been

directly allocated to the interstate jurisdiction.

Q, Have the ILE Cs acknowledged this revenue and cost mismatch?

A. Yes. The largest ILE Cs have been critical of the current cost allocation process and

. . . . . 8
clalm a rmsmatch 111 revenues and costs m servlces such as DSL.

6 Reply Testimony of Douglas Duncan Meredith on behalf of ALECA .- page 11 line 3-11
1 Reply Testimony of Wilfred Shard on behalf of Arizona Corporation.c0m1:nission Staff .- page 2 line 14-
24
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Q, Rather than trying to He the cost allocations, what do you recommend the

Commission do instead?

A. Sprint recommends the Commission allow due ILE Cs to collect their network costs

from the whole suite of retail services the ILE Cs provide over their local network

while accommodating the public policy goal of ensuring the price of basic local

service for residential customers remains affordable. Sprint has suggested an

affordability standard within its Reply Testimony The other equally important

public policy goal is to ensure that the charges carriers impose on each other for the

exchange of all traffic is limited to the incremental cost of performing the traffic

termination function. But until all traffic, interstate, intrastate and local, can be

exchanged at the incremental cost level, setting intrastate and interstate access rates at

the interstate rate level is a necessary step that will encourage balanced competition in

Arizona.

Q. Does this conclude your Rejoinder Testimony?

A. Yes it does.

s Reply Comments of Verizon Communications Inc. in WC Docket No. 05-25, RM-10593 pages 8-9 filed
7-29-05, Comments of Bel1South Corporation in WC Docket No. 05-25, RM-10593 page 11
9 Reply Testimony of James A. Appleby on behalf of Sprint - page 12 line 8-20

7



ARIZONA UNIVERSAL SERVICE
FUND RULES

DOCKET no. RT-00000H-97-0137 et al.

DIRECT TESTIMONY

OF

BEN JOHNSON, Ph.D.

ON BEHALF OF

THE

RESIDENTIAL UTILITY CONSUMER OFFICE

JANUARY 6, 2010
ExHIBIt?

1

Ab SHLU



TABLE OF CONTENTS

Introduction ....

Background I  *  C U C I I I 3

History of Access Charges: The Toll vs. Local Battle . . . . . . . . . . . . . . . . I l l I 1 I u • u » n I

Public Policy Goals . .15

Efficiency and Economic Costs ....25

Universal Service and Access Reform . ....30

AUSF Mechanics - Benchmarks and Embedded vs. Economic Costs I  1 1 u • 1 u q o I I I •  3

Conclusions and Recommendations ... I l  1  I 1 n n I 8



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1

2 TESTIMONY

3

4

OF BEN JOHNSON, PH.D.

On Behalf of

5 THE STATE OF ARIZONA

6 RESIDENTIAL UTILITY CONSUMER OFFICE

7 Before the

8 ARIZONA CORPORATION COMMISSION

9

10 Docket Nos. T-00000D-00-0672 and RT-00000H-97-0137

11

12

13

14

15

16

Introduction

Q. Would you please state your name and address?

17 A. Ben Johnson, 3854-2 Killearn Court, Tallahassee, Florida 32309.

18

19 Q- What is your present occupation?

20 A.

21

I am a consulting economist and president of Ben Johnson Associates, Inc., an economic

research firm specializing in public utility regulation.

22

23 Q.

24

Have you prepared an appendix that describes your qualifications in regulatory and

utility economics?

25 Yes. Appendix A, attached to my testimony, will serve this purpose.A.

1



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1 Q. What is your purpose in making your appearance at this hearing?

2

3

4

5

6

7

8

9

10

11

12

13

14

Our firm has been retained by the Residential Utility Consumer Office ("RUCO") to assist with

RUCO's participation in this generic proceeding to investigate the pricing of intrastate switched

access service, including proposals to reduce access rates by increasing local rates, and/or

expanding the Arizona Universal Service Fund ("AUSF"). I have been asked to provide

testimony responding to issues identified by the Arizona Corporation Commission (the

Commission). More specifically, I will be discussing (1) whether interexchange carriers

("IXCs") may be at a competitive disadvantage if access charges are not reformed, (2) whether

transferring cost recovery responsibility from IXCs (e,g. through carrier common line ("CCL")

charges) to end users results in end user subsidies of incumbent local exchange carrier

("ALEC")-provided toll services, (3) whether transferring cost recovery responsibility from

IXCs to end users results in end user benefits, and (4) what considerations make access charge

reform in the public interest and, more specifically, why the approach recommended by RUCO

is in the public interest.

15

16 Q-

17

Would you please explain how your testimony is organized, and briefly summarize its

major elements?

18 Yes. Following this introduction, my testimony has seven sections. The first section contains a

19

20

brief discussion of the background of this proceeding and the positions of the other parties, to

the extent these positions can be anticipated based upon comments and testimony previously

21

22

23

24

filed in this proceeding.

The second section sketches the historical context of key issues involved in this

proceeding, including positions taken over the past century by the U.S. Supreme Court, other

state public utility commissions, Congress, and the Federal Communications Commission

25 ("FCC") concerning certain issues which are crucial to the outcome of this proceeding. By

A.

A.

2
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On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1

2

3

4

5

6

examining these issues in a long term historical context, the Commission can gain valuable

insight into the advocacy efforts of various parties, and gain a deeper understanding of the

public policy tradeoffs involved in these issues.

The third section examines the public policy goals that I believe should guide the

Commission's decisions in this proceeding. These policy goals include universal service, inter-

customer equity, rate continuity, economic efficiency, technological innovation, and effective

7 competition.

8 In the fourth section I discuss the economic characteristics of the networks which are

9

10

11

12

13

14

15

16

17

used in providing local exchange, toll, access, and custom calling services, and explain the

reason why the cost of providing switched access service has been declining rapidly. I also

explain why the appropriate method of recovering these costs tends to be so controversial. The

fifth section focuses on the universal service goal and relates this goal to the issues surrounding

access rates and costs. I explain that transferring cost recovery responsibility from IXCs to end

users (through higher local rates or per-line end user charges) may result in net benefits for high

toll users but low toll users may experience higher bills, which may discourage them from

having phone service. In the sixth section, l discuss certain technical issues associated with any

future efforts to revise the AUSF. In the seventh section I present my conclusions and

18 recommendations .

19

20

21

22

1. Background

Q- Let's turn to the first section of your testimony. Would you please start by outlining the

23 history of this proceeding?

24 Yes. The Arizona Universal Service Fund was established on September 22, 1989. [Decision

25 No. 56639] The AUSF was designed to help offset high basic local telephone rates in rural

A.

3



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0l37

1 areas. One half of universal service funding was derived from local exchange carriers based on

2

3

4

5

6

7

8

9

10

the number of access lines, and one half was derived from interLATA and intraLATA intrastate

minutes of use. On March 24, 1996, the Commission adopted rules which established a new

universal service fund mechanism. The AUSF rules expanded the types of telecommunications

providers that contribute to the AUSF and changed the criteria for drawing from the fund. In

1997, Docket RT-00000H-97-0_37 was opened to again review and revise the AUSF rules.

The Commission opened Docket T-00000D-00-0672 in 2000 with the intent of

analyzing the relationship between the rates charged and the costs incurred in the provision of

access service. "Phase I" of the docket addressed Qwest's access charges, and "Phase ll" was

intended to address access charges for other carriers. These two dockets were consolidated in

11 2007. On October 7, 2008, numerous parties filed issue statements which left the Commission

12

13

with no clear consensus on how to proceed. On October 10, 2008, the parties agreed that no

further action should be taken in this consolidated docket until the FCC issued an order on

14

15

16

17

18

19

20

intercarrier compensation that was expected to be issued the following month. At a January 29,

2009 Procedural Conference, the parties again advocated disparate approaches to the issues

involved in this docket. Some parties suggested moving forward, while others recommended

waiting for further action by the FCC. [See, September 29, 2009 Procedural Order, p. 2] During

the summer of 2009, the parties participated in two workshops. A Procedural Conference was

held on September 6, 2009 to again discuss how this docket should proceed. On September 29,

2009, the Commission concluded:

21
22
23
24
25
26
27
28

There does not appear to be a dispute that access charges and AUSF
should be reviewed to reflect the current realities in the communications
industry, but after years of discussions among the parties, discovery and
workshops, no consensus has emerged about how to proceed, much less
on the substantive or policy questions. The recommendation to conduct
an evidentiary hearing appears to be the best means to make progress
with the Commission's investigation in these matters. [ld., p. 3]

4
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1

2

3

4

The Commission also provided a list of 12 issues to be addressed at the hearing. [Id., pp. 4-5]

Finally, the Commission established a testimony filing schedule that included filing direct

testimony by all parties except Staff and RUCO oh December l, 2009, and by Staff and RUCO

on January 6, 2010.

5

6 Q. Can you briefly describe the testimony filed on December 1, 2009?

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Yes. Direct testimony was filed by Qwest, Verizon, AT&T, Sprint, ALECA, Cox and a group of

CLECs. For the most part, the filings reiterated positions that had been advocated by the parties

numerous times over the course of these consolidated dockets. Qwest focuses on AUSF issues,

and advocates a wire-center targeted support mechanism that would be uniformly applied to

rural and non-rural carriers. Qwest also recommends allowing carriers to recover a portion of

"additional costs" from end-users. Verizon recommends capping all LEC switched access rates

at Qwest's current levels. Any lost revenues should be collected from increased retail rates,

according to Verizon. Verizon also recommends leaving the existing AUSF system essentially

unchanged. ALECA proposes a revenue neutral approach by which lost revenues from reduced

access charges would be recouped from a high cost universal service program. ALECA

proposes to use Qwest's intrastate access rates to set its members' rates. ALECA also does not

believe rate cases should be required for its members.

AT&T recommends ILECS be required to lower access charges to interstate levels, and

capping CLEC rates at ILEC levels. AT&T also recommends a revenue neutral approach

whereby rate-regulated carriers can recoup lost revenues from price-capped lines. Sprint asserts

that subsidies from access charges are no longer needed, since LECs have expanded the types of

retail services they provide over their networks. Sprint recommends setting LEC access rates at

24 interstate levels.

25 The Joint CLECs argue that CLEC access rates need not, and should not, be addressed at

A.

5
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1 this time. When CLEC access rates are modified, the changes should be based on cost, rather

2

3

4

than interstate rates or Qwest's intrastate rates. Otherwise, according to the Joint CLECs,

changes should be based on Qwest's rates from 1999. In any event, the CLECs recommend a

gradual, multi-year approach to access charge reform. Finally, the CLECs recommend the

5 Commission set rates for terminating wireless carriers' intrastate, intraMTA calls. Cox

6 recommends the Commission wait for the FCC to finalize its efforts to reform intercarrier

7 compensation. If the Commission were to move forward and include CLEC access rates in the

8

9

proceeding, it should proceed slowly and allow CLECs to set rates that are higher than

corresponding ILEC rates.

10

11 II. History of Access Charges: The Toll vs. Local Battle

12

13 Q. Let's turn to the second section of your testimony. Would you please begin by providing a

14

15

16

17

18

19

20

brief definition of intrastate recess charges?

Yes. These are rates charged by LECs and paid by IXCs for the origination and termination of

long distance calls. When an end user places or receives a toll call, they typically use a phone

line provided by their local exchange carrier. Although the INC typically bills an end user for

the phone call, the INC normally pays one or more LECs for the use of network facilities which

are used in processing the call. These inter-carrier billings are referred to as "switched access

charges." The current system of access charges has evolved since the mid l980's, but it

21

22

represents a continuation of a cost recovery process which has existed for a much longer period.

Although this cost recovery process has undergone extensive review and modification, it

23 continues to be an important source of revenues for the LECs, and is one of the reasons why

24

25

local exchange rates remain as low as they are-particularly in rural areas. A brief discussion of

the history of this cost recovery process is useful, if for no other reason than because it places

A.

6
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1 the current controversy over access charges into a broader context.

2

3 Q~ Is the debate over the relationship between access costs and access rates a new one?

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

No. For more than 30 years, AT&T and other interexchange carriers have advanced the

argument that they should be allowed to use the local networks without paying anything for this

privilege. They have put forth many different arguments in support of this position, including

the contention that the costs in question are "non-traffic sensitive" (NTS) and these costs

shouldn't be recovered through traffic sensitive toll charges (or access charges), the argument

that the costs of the local loop are entirely the responsibility of the end user who is connected to

that loop, and the argument that economic efficiency, the competitive process, or some other

desideratum will be furthered if cost responsibility is shifted from toll to local markets.

Over the years, these carriers continued to recycle these arguments, adapting them to fit

changing market conditions and changing attitudes of their audience. Prior to the AT&T

divestiture in the mid l980's, the primary argument was that toll competition was increasing,

and that local rates needed to be increased in order to "level the playing field" and protect the

financial viability of the local carriers in the face of increased toll competition. Rate revisions

were proposed which would allow the LECs to out prices in toll markets (where they

anticipated the strongest downward pressure on rates due to competition) and which would

allow them to"finance" these price cuts with increases in markets where competitive entry was

expected to be more difficult, and where competitive pressures were expected to be less severe.

By the mid-1980's, this theme was amplified and repeated throughout the country, with an

emphasis on the potential effect of equal access and divestiture. Some of the Bell Operating

Companies even implied that unless local rates were dramatically increased at the time of

divestiture, disaster would befall them.

Many regulators allowed rate increases around the time of divestiture, but in most cases

A.

7



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1 local rates were not increased as much as requested. Events subsequently proved that the

2

3

"doom and gloom" arguments were fundamentally false, or at least greatly exaggerated. In the

years following the AT&T divestiture and the introduction of switched access tariffs, LEC

4

5

6

7

8

9

profits remained strong, "bypass" of the LEC networks never grew as rapidly as predicted, and

in most markets the LECs enjoyed strong growth in demand for their switched access service,

despite the fact that access rates were established at levels far in excess of the levels advocated

by AT&T and the Regional Bell Operating Companies (RBOCs). Not only has history proven

many of the arguments in favor of shifting cost responsibility from toll to local markets to be

false, but the arguments in favor of drastic cost shifting tend to be inconsistent with both

10

11

12

13

14

15

16

17

economic theory and common sense.

According to this line of thinking, the local exchange networks are the responsibility of

the LECs and their local customers, and the interexchange carriers should not be required to pay

for using these networks, or at most they should make only token payments for their use of the

local networks. By this reasoning, because the IXCS don't "cause" the costs of the local

networks to be incurred, and/or because their usage is "incidental" to the primary purpose of

those networks, and/or because the costs in questions are classified as "non-traffic sensitive"

while access charges and retail toll rates are both "traffic sensitive" rates, access rates should be

18

19

20

21

reduced towards zero. According to this argument, the cost of the loop, drop wire, line card, and

channel connection are exclusively part of the incremental cost of providing local exchange

service, and none of these costs can properly be considered part of the cost of providing

switched access. If one believes this line of reasoning, it would seem that the LECs are wrong

22 to charge the IXCs anything more than the direct, out of pocket cost of providing switched

23 access service.

24

25

8
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1 Q. You mentioned the U.S. Supreme Court. Has it issued any ruling concerning this

2 controversy?

3

4

5

6

7

Yes. The U.S. Supreme Court handed down a landmark decision concerning the interpretation

and recovery of the joint cost of access lines more than 85 years ago in Smith vs. Illinois Bell_

Telephone Companv ("Smith") which is directly on point to the question of whether switched

access rates should be greatly reduced or eliminated. Writing for the Court on the question of

whether the entire cost of the access line could be charged to a single service, Chief Justice

8 Charles Evans Hughes noted as followsl

9

10

11

12

13

14

15

16

17

18

19

20

In the method used by the Illinois Company in separating its interstate
and intrastate business, for the purpose of the computations which were
submitted to the court, what is called exchange property, that is, the
property used at the subscriber's station and from that station to the toll
switchboard, or to the toll trunk lines, was attributed entirely to the
intrastate service.... While the difficulty in making an exact
apportionment of the property is apparent, and extreme nicety is not
required..., it is quite another matter to ignore altogether the actual uses to
which the property is put. It is obvious that, unless an apportionment is
made, the intrastate service to which the exchange property is allocated
will bear an undue burden.... [282 U.S. 150, 151 (August 1923).]

21

22

23

24

25

In the years since, this principle of fairly distributing the joint or fixed costs of the

network to all of the users of that network has been upheld again and again. Despite decades of

pressure to shift network costs from toll to local services, the policy of spreading these costs

across multiple services was affirmed by state public utility commissions in numerous

proceedings throughout the country over a period of more than half a century.

26

27 Q- Has Congress also spoken to the issue of shifting joint and common costs entirely onto

local service customers?28

29 Yes. The appropriate treatment of these costs has been vigorously debated for many years in

30 many different forums. Thus, it isn't surprising that Congress included some specific provisions

A.

A.

9
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1

2

relating to this issue in the 1996 Telecom Act. The Act adds an entirely new section to federal

law dealing with universal service--Section 254. Within this context, a portion of 1[254(k)

3 reads :

4

5

6

7

8

9

[T]he States, with respect to intrastate services, shall establish any
necessary cost allocation rules, accounting safeguards, and guidelines to
ensure that services included in the definition of universal service bear no
more than a reasonable share of the joint and common costs of facilities
used to provide those services. [47 U.S.C. § 254(k) (1996).]

10

11

12

13

14

15

16

17

18

19

20

Congress was aware of the long standing debate over the proper treatment of these costs,

and the desire of many carriers to shift these costs from toll to local services, as well as the

propensity of monopolists to attempt to shift costs onto their most captive customers when

faced with an increased threat of competition. The remaining parts of 254(k) make it clear that

the purpose behind these provisions is to prevent placing an excess cost burden on basic local

service and other services included within the universal service category. While Congress hasn't

mandated the specific allocation procedures to be used, or specified exactly how much of the

joint costs can be placed onto the basic exchange category, it is obvious that 100% allocation of

these costs onto local exchange service would be contrary to the intent of this passage. Such an

extreme shift of cost responsibility would force local exchange service to bear more than a

reasonable share of the joint and common costs of facilities used in providing local, access, and

21 other services.

22

23 Q. Has the FCC been active in this area?

24

25

26

27

Yes. In response to the concerted advocacy efforts of the interexchange carriers and others, the

FCC has been quite active in this area, adopting various policies which have driven down

interstate access rates, and increased the flat monthly rates paid by most customers. For

instance, in 2000, the FCC issued what is commonly referred to as its CALLS order. This order

A.
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was based on a proposal developed by Coalition for Affordable Local and Long Distance

Service. According to its proponents, this plan was designed to reduce, and in most instances

eliminate, implicit subsidies among end-user classes, make implicit universal service funding in

access charges explicit and portable, provide significant benefits to consumers who make few

or no long-distance calls, and set carrier charges at reasonable levels. [Access Charge Reform,

Price Cap Performance Review for Local Exchange Carriers, Low-Volume Long-Distance

Users, Federal-State Joint Board on Universal Service, CC Docket Nos. 96-262, 94-1, 99-249,

8

9

10

11

12

13

14

15

16

17

18

and 96-45, Sixth Report and Order, FCC 00-193 (adopted May 31, 2000) (CALLS Order) at 11

29.] The FCC felt that the CALLS Proposal was procedurally advantageous because it

produced end user benefits, was pro-competitive and economically efficient. [Id.]

Later, on October 20, 2000, a diverse group of industry participants tiled a plan with the

FCC for improved regulation of interstate services of non-price cap incumbent local exchange

carriers and interexchange carriers. The Multi-Association Group (MAG) members, consisting

of the National Rural Telecom Association (NRTA), the National Telephone Cooperative

Association (NTCA), the Organization for the Promotion and Advancement of Small

Telecommunications Companies (OPASTCO) and the United States Telecom Association

(USTA), claimed that its plan, or petition for Rulemaking, would improve the Comlnission's

access charge and universal support systems, as well as to enforce the geographic averaging

19 requirements of the Act.

20

21

The MAG plan attempted a holistic approach in addressing the regulation of those

ILE Cs that are not subject to price cap regulation. These rate of reMen carriers included most of

the small and mid-sized LECs that serve U.S. rural and insular areas.22

23

24

25

The MAG Plan was intended to be compatible with the CALLS plan and gained support

from the FCC because the reforms were designed to establish a "pro-competitive, deregulatory

national policy framework" for the United States telecommunications industry, and iiilfill

11
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10

universal service provisions in the 1996 Act. [Multi-Association Group (MAG) Plan for

Regulation of Interstate Services of Non-Price Cap Incumbent Local Exchange Carriers and

Interexchange Canters Federal-State Joint Board on Universal Service Access Charge Reform

for Incumbent Local Exchange Carriers Subject to Rate-of-Return Regulation Prescribing the

Authorized Rate of Return for Interstate Services of Local Exchange Coniers, CC Docket Nos .

00-256, 96-45, 98-77, and 98-166, Second Report and Order, FCC 01-304 (adopted October ll,

2001) (MAG Order) at 'll 3.] Specifically, through the MAG Plan the FCC hoped to "align the

interstate access rate structure more closely with the manner in which costs are incurred, and

create a universal service support mechanism to replace implicit support in the interstate access

charges with explicit support that is portable to all eligible telecommunications carriers." [Id.]

11

12 Q. Did the CALLs and MAG orders solve all the problems with intercarrier compensation?

13 No. As competition emerged in some local telephone markets, existing weaknesses in the

14 compensation regimes were highlighted. As die FCC observed in 2001,

15

16

17

18

19

20

21

22

Interconnection arrangements between carriers are currently governed by
a complex system of intercarrier compensation regulations ... [that] treat
different types of carriers and different types of services disparately, even
though there may be no significant differences in the costs among
carriers or services. [Developing a Unified Intercarrier Compensation
Regime, CC Docket No. 01-92, Notice of Proposed Rulemaking, 16 FCC
Rcd 9610 (2001)]

23 The FCC recently noted that numerous examples of "regulatory arbitrage" exist

both because of the different rates for similar functions under different
intercarrier compensation regimes and because none of these regimes
currently set rate levels in an economically efficient manner. [Order on
Remand and Report and Order and Further Notice of Proposed
Rulemaking, WC Docket No. 05-337, November 5, 2008 (2008
FNPRM)]

24
25
26
27
28
29
30

31 One example of this arbitrage opportunity involved ISP-bound traffic. After the FCC's 1996

A.
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Local Competition First Report and Order, state commissions set reciprocal compensation rates

for the exchange of local traffic. The magnitude of these rates induced many CLECs to target

and serve ISP customers who were large recipients of local traffic through dial up internet

access. In response, in 1999 the FCC declared ISP-bound traffic to be interstate in nature.

[Declaratory Ruling and Notice of Proposed Rulemaking, 14 FCC Rcd 3689, (l999)] Another

regulatory arbitrage opportunity arose from the FCC's 1997 decision not to regulate the

interstate access charges of competitive LECs. Following that decision, many CLECs set

access charges well above analogous charges by the incurment LECs. In response, the FCC

adopted new rules that capped CLEC interstate access charges.

10

11

12

13

14

] 5

16

17

18

19

Over much of the past decade, the FCC has also been considering more comprehensive

intercarrier compensation reform. These efforts have largely involved numerous rounds of

comments regarding new rules proposed by the FCC, and new compensation plans proposed by

various industry participants. In 2008, the FCC attempted to stabilize the federal universal

service fund by adopting an interim cap on payments to competitive ETCs, "helping pave the

way for comprehensive intercarrier compensation and universal service reform, and leading to a

number of new reform proposals". [2008 FNPRM, WC Docket No. 05-337, November 5, 2008]

In the 2008 FNPRM, the FCC did little to change the compensation regime for ISP-bound

traffic, but it sought comment on a proposal that included extensive revisions to other aspects of

intercarrier compensation and universal service.

20
21
22
23
24
25
26
27
28
29

We conclude today that, with the universal service fund now stabilized,
we can wait no longer to begin the process of comprehensive intercarrier
compensation reform. The differences in existing intercarrier
compensation regimes impose significant inefficiencies on users and
distort carriers' investment incentives, which can result in losses of
billions of dollars in consumers and producers surplus. Possibly more
important, these legacy regulatory regimes pose an obstacle to the
transition to an all-IP broadband world. Because carriers currently can
receive significant revenues from charging above-cost rates to terminate
telecommunications traffic, they have a reduced incentive to upgrade

13
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13

their networks to the most efficient technology or to negotiate
interconnection agreements that are designed to accommodate the
efficient exchange of IP traffic, as both actions would likely lead to
reduced intercarrier payments. we adopt here a gradual ten-year
transition plan with separate stages, designed to reduce rates over a
sufficient period to minimize market disruptions and to cushion the
impact of our refonn on both customers and carriers. At the end of the
transition period, all telecommunications traffic will be treated as falling
within the reciprocal compensation provisions of section 251(b)(5), and
states will set default reciprocal compensation rates pursuant to the new
methodology we adopt herein. [Id., Appendix A, 11189-190]

The FCC is still considering comments on its intercarrier compensation and universal service

14 proposals .

15

16 Q. Can you briefly explain how this historical context is relevant to the issues in this

17

18

19

20

21

proceeding?

Most of the parties to this proceeding have been embroiled in this controversy for decades,

while the specific arguments being put forth at this time may differ in some of the specifics, the

overall thrust of many of the parties' positions continue to be very similar to the positions they

have taken for many years. The Commission has been reluctant to adopt sweeping reductions

22 to switched access rates, or toll rates, where those reductions would require increases to the

23

24

25

26

27

29

30

monthly price paid by most customers for basic local service.

While the underlying factual circumstances continue to change, particularly because of

changes adopted by the FCC, the pressure to lower access and/or toll rates, and corresponding

pressure to increase local rates is a common thread that runs throughout the advocacy efforts of

many of the parties to this proceeding - efforts that have spanned more 30 years, with very

limited success at this Commission, but with much greater success at the FCC. During portions

of this 30 year period there was a broad consensus among both federal and state regulators

rejecting attempts to shift joint and common costs onto local exchange service. In many of

28

A.
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these intensely litigated cases decision makers responded similarly, rejecting as fallacious the

varied arguments claiming that the costs of the local network are the sole responsibility of local

exchange service, and refusing to adopt extreme shifts in costs away from ]XCs to local

customers. However, during the more recent time period, the FCC has responded by reducing

interstate access charges, and moving away from per-minute recovery of local network costs,

culminating in its recent proposal to essentially eliminate these rates by adopting a system of

"reciprocal compensation

8

9 111. Public Policy Goals

10

11 Q.

12

Please turn to the third section of your testimony. Would you please briefly explain the

policy goals you feel should guide the Commission's decision-making process in this

13

14

15

16

17

18

19

proceeding?

Certainly. Briefly stated, the Commission should strive to ensure that the public receives high-

quality telephone service at the lowest practicable cost and that the telecommunications

infrastructure not only keeps pace with, but also actively stimulates economic growth and

technological progress in Arizona. More specifically, I believe the following specific public

policy goals are particularly important, and should guide the Comlnission's deliberations in this

proceeding:

(1)

20

21

22

23

24

25

26

(2)

(3)
<4)

The preservation and promotion of affordable, high-quality,

universal, basic telecommunications services.

The maintenance of fair, just, and reasonable rates (inter-customer

equity).

The maintenance of a reasonable level of rate continuity.

The promotion of economic efficiency.

A.
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(5)

(6)

The promotion of technological innovations.

The encouragement of effective competition.

Q.

5

Please explain the first of these six goals. What is universal service and why is this

important as a policy goal in developing rates?

6 Universal service is a situation in which virtually every household and business is connected to

7

8

9

10

11

12

13

14

a common communications network, so that everyone can conveniently and inexpensively

communicate with everyone else-including those who are not inclined to have a phone, because

their disposable income is so limited, or they simply don't place much value on having

telephone service. This has been a major policy goal for legislators and regulators for the past

75 years, and it continues to be a very important goal. Society, ratepayers, and the Company all

benefit from maximum subscriber participation on an interconnected telephone network. It has

long been clear that the more users a network links together, the more valuable the service is for

each and every user.

15

16 Q- Would you next discuss the second of your recommended policy goals--that of equity

17 between rate classes?

18 Yes. While much of the debate in this proceeding is likely to play out in terms of cost theory,

19

20

21

22

23

25

economic efficiency, inconsistencies in federal and state policies, and other technical arguments,

behind the surface of these debates there are also some fundamental questions of equity. For

instance, regulators have often rejected seemingly plausible costing approaches which

exclusively allocate loop costs onto basic local exchange service, because this seems

fundamentally unfair to local exchange customers. Loops (which connect customers to their

central office) are used in the provision of the entire range of telephone services, including

access, toll and custom calling. Hence, most observers will agree that it is equitable for

24

A.

A.

16
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1 subscribers to all these services to share in the cost of the construction and maintenance of these

2

3

4

facilities. Giving a completely "free ride" to the IXCs violates fundamental notions of fairness.

Interestingly, in a competitive industry, the burden of joint costs primarily depends upon

the relative strength of demand for each service--the price of more valuable services will

5

6

7

8

9

10

11

12

incorporate a larger share of the joint and common costs than the price of services considered to

be less valuable. In a regulated industry, there are many factors that should influence the share

of joint and common costs recovered from each service, and one can reasonably debate the

appropriate resolution of this issue. However, it clearly would be inequitable for all of these

costs to be paid by basic local exchange customers, or for none of these costs to be home by

custom calling, toll and switched access customers. Yet, if history is any guide, we can

anticipate that some of the parties in this proceeding will attempt to justify shifting all of the

cost burden away from the IXCs and toll markets generally.

13

14 Q. How can the Commission's decision making be guided by the equity goal?

15

16

17

18

19

20

21

22

23

Yes. There are many aspects of equity, and I won't attempt to catalog them here, but I would

note that equity requires consideration of more than simply whether some customers are paying

less than the cost of sewing them, or less than they would be willing to pay, if forced to do so.

Drastic rate increases should not be imposed on ratepayers who do not have adequate

alternatives-in other words, the principle of rate continuity is consistent with basic principles of

fairness. Just as our country's founding fathers felt that taxation without representation was

inequitable, customers who have been protected from monopoly power will feel that extreme

rate increases are inequitable, unless they have adequate opportunities to select lower cost

alternatives. To the extent access reform involves substantial rate increases for some customers,

24

25

the Commission should consider phasing in the rate changes, thereby reducing the adverse

impact and providing time for customers to seek out competitive alternatives.

A.
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Equity also suggests that while the concept of "revenue neutrality" (protecting

individual carriers from adverse changes in their revenues) has some appeal, it isn't necessarily

an appropriate basis for constructing an optimal policy. Why should carriers be protected from

any reduction in their revenues, if customers aren't going to be protected from any increase in

their rates? A more equitable approach would protect both carriers and customers from extreme

changes, while requiring both groups to share the burden of needed reforms. Thus, for example,

if carriers are currently recovering an excessive share of the joint and common costs from

switched access rates, it may be appropriate to reduce those charges-without necessarily

increasing other rates on a dollar-for-dollar basis. Basic principles of equity requires a careful

and deliberate approach to policy changes, but it doesn't mean that carriers should be totally

protected from any changes while customers are given little or no protection. Stated differently,

equitable treatment of individual coniers should not be pursued to the point where individual

13

14

15

16

17

18

19

20

21

22

23

24

25

customers are treated inequitably.

Of course, in urging the Commission to maintain rate continuity, I'm not suggesting that

it should protect every customer from any adverse changes in their bills. If every carrier or

every customer were to be "held harmless" the Commission's hands would be tied, making it

impossible to fully advance the goal of universal service. It is certainly possible that laCs are

paying too much for switched access service, and for that matter some customers may be paying

too little for local exchange service. Hence, some reduction in access rates may be appropriate,

and some increase in local rates may be merited. However, ultimately an optimal resolution of

the issues in this proceeding will likely gradual changes, with some of the burden of access rate

reductions being absorbed by customers (e.g. through changes to the Arizona Universal Service

Fund) and some of the burden being absorbed by carriers (e.g. by reductions in profit margins,

or by expanded participation in the AUSF).

Equitable treatment of carriers doesn't necessarily mean equal treatment, nor does it

18
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imply that every carrier should be treated identically, regardless of circumstances. Rather,

equity implies a mechanism that avoids unduly favoring or disadvantaging any carrier or class

of carriers. For example, while all carriers should participate in the effort to maintain or

achieve universal service, one cannot reasonably expect every carrier to carry an equal share of

the overall burden. Large carriers obviously can and should contribute more to the support of

universal service than small carriers. Similarly, the "carrier of last resort," function would

normally be assumed by the incumbent LEC, which alone possesses the ubiquitous network and

other infrastructure necessary to can'y out that responsibility. Incumbency confers many

competitive advantages on its possessor, such as ownership of ubiquitous facilities, a dominant

market share, and name recognition. In developing equitable policies, the Commission can and

should recognize the advantages of incumbency, while also recognizing offsetting burdens and

12 obligations .

13

14 Q.

15

Would you please discuss the third of your recommended policy goals--the maintenance of

reasonable rate continuity?

16 Yes. Another longstanding principle of rate making is that customers should not be subj ected to

17 sudden and extreme increases in rates, particularly if the increases are unrelated to

18

19

20

21

22

23

24

25

improvements in service quality or expansions in service offerings, and even more particularly

if no reasonable substitute for the service is readily available. In the present context, it is

worthwhile to separately state the goal of rate continuity, because it reinforces the importance of

the universal service and equity goals. If the traditional rate continuity principles were ignored,

the abrupt nature of the potential increases to local rates could cause subscribers to drop off the

system, to the detriment of the universal service goal. Similarly, regulatory commissions often

have found that "rate shock" should be avoided, or minimized for both equitable and other

reasons. Where customers do not have other viable options (e.g., where effective competition

A.
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3

4

does not exist), extreme or abrupt rate increases are particularly inappropriate and undesirable.

In this regard, it is important to realize that the goal of rate continuity doesn't preclude changes

to the status quo-it merely requires that changes be well justified, and that they be implemented

in a gradual manner.

5

6 Q- Would you next discuss the fourth of your recommended policy goals--the promotion of

7 efficiency through pricing?

8 Yes. Efficiency is a well recognized goal in utility rate design. Economics describes it as a state

9

10

11

12

in which an optimal level and mix of goods and services is produced, using optimal production

methods. In the context of telecommunications regulation, this objective implies that rates

should not induce wasteful and inefficient methods of production (either by the utility or by

other producers), nor lead to over- or under-consumption of the telecommunication firm's

13 services.

14

15

16

17

18

Under the widely accepted approach of Vilfredo Pareto, economic efficiency or

inefficiency can be defined in terms of waste. When economic efficiency has been maximized,

any change will increase waste. To the extent the Commission seeks to improve or maintain

economic efficiency, the logical focus is on marginal cost. This is the type of cost that is most

relevant to discussions of economic efficiency, and an understanding of the marginal cost

19 concept is essential to any effort to maximize economic efficiency.

20

21 Q.

22

Would you please discuss the fifth goal--the promotion of economic growth and

technological progress?

23

24

25

Certainly. If universal service is defined merely as applying to voice grade dial tone at the end

of a customer's line, then in the emerging age of the broadband "telecommunications

superhighway" local exchange companies like Qwest will surely have no problem supplying it

A.

A.
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at a marginal cost considerably below current rates, just as they can typically provide another

minute of voice service at a marginal cost that is extremely small. I say this because basic voice

communications require a small fraction of the total digital bandwidth required for video on

demand, high speed internet access, and other advanced services. Thus, for example, in areas

where broadband services are widely available at affordable prices, then the marginal cost of

carrying ordinary voice traffic on such a network will be very small. In turn, if the price of basic

local service were set at its marginal cost level, it would be easy to ensure that nearly everyone

has voice grade telephone service at extremely low prices. Needless to say, however, that is not

the method of cost recovery envisioned by most of the parties to this proceeding.

To the contrary, many of the carriers participating in this proceeding view the basic local

exchange customer as the "cash cow" that should be forced to cover most of the fixed costs of

12 the network, while other services - like broadband internet access and video services - are

13

14

15

16

17

18

19

20

21

charged at unregulated profit maximizing levels, and still other services .-- like wireless carrier

interconnection service and interstate switched access service - are being priced at very low

levels (near zero), due to the success of their advocacy efforts before the FCC. These extreme

inconsistencies are rationalized in various ways, including the argument that switched access,

video services, high speed internet access and the like are properly classified as "ancillary

services" which carry little or none of the burden of the fixed network costs, and the argument

that the network facilities located within each locality should be paid for by local exchange

customers in that area, allowing the carriers to get a free ride on that network.

Fortunately, the past decade has seen a continued downward trend in per-unit

22

23

24

25

telecommunications costs. Technological improvements and increasing scale economies have

resulted in sharp reductions in the cost of providing most telecommunications services. As costs

have declined, profits have generally increased and many prices have also decreased in various

parts of the industry. Proposals in this proceeding to further burden local exchange customers

21
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by increasing local rates runs counter to this overall trend. While some shifting of costs from

toll to other services may be the inevitable consequence of recent policy shifts in the federal

jurisdiction, I would suggest that the Commission should not view these two issues~toll rate

reductions and local rate increases-as inextricably linked. To the contrary, the benefits of

increasing economies of scale and technological innovation, as well as surging demand for

telecommunications services creates a declining cost environment in which access charges and

7

8

toll rates can be reduced substantially without necessarily requiring an offsetting increase in

basic local exchange rates. As well, there are other cost recovery options worth considering, in

9 addition to local rate increases.

10

11

12

13

14

15

16

17

18

RUCO's resistance to proposals for extreme reductions in access charges does not stem

from a preference for basic over enhanced services. To the contrary, both types of services are

important, and an optimal policy will result in low prices for both conventional and enhanced

services. Telecommunications, as an industry, is undergoing a competitive technological

revolution, which is gradually extending the definition of what services are considered to be

"basic" or "vital" to consumers. While there is considerable uncertainty concerning the timing

and extent of this trend, I consider it likely that what POTS (plain old telephone service) has

been for the 20th century, some form of broadband service will be for the 21st.

The economic benefits to be derived from universal service are inherent to the very

19

20

21

22

23

24

25

nature of two-way communications networks. In resolving public policy issues, it is important

to remember that the concept of universal service is not simply a question of equity, or the

desire to ensure that everyone in society enjoys a minimum standard of living. The strength and

efficiency of our economy depends in part on how successful we are in developing and

maintaining key elements of our nation's infrastructure--including two-way communications

networks in which nearly everyone participates.

Society as a whole benefits from the flow of communication, regardless of whether

22
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1 those communications occur over traditional voice lines, or through emails, social media

2

3

4

5

6

7

8

9

websites like Facebook, or a wireless phone call. Many systems, and markets in general,

become more efficient when the flow of information improves. Economic theory suggests that

such positive externalities should be considered in resolving policy issues, such as the rate

rebalancing proposals in this proceeding. Although externalities are not reflected in the

development of costs, they have historically been acknowledged by regulators, at least

implicitly, when decisions have been made to keep the price of interconnecting to the network

low enough to encourage nearly everyone to join the network, regardless of how low their

income may be, or how little they may value their connection to that network.

10

11 Q~

12

You mentioned that one of the goals is advancement towards "effective" competition.

What do you mean by this term ?

13

14

15

When attempting to decide whether a product is produced and marketed under competitive

conditions, one must consider pricing behavior. In a illy competitive marketplace, both buyers

and sellers view price as a given. All participants in the market behave as if market prices are

16 unaffected by their own decisions regarding how much they should purchase or produce. If

17

18

either buyers or sellers recognize that they can control prices, competitive conditions do not

fully prevail. The greater the degree of control exercised by a buyer or seller, the less

19 competitive forces will prevail.

20

21 Q. How would you apply these policy goals and objectives in an evaluation of access rate

22 design proposals?

23

24

In analyzing proposals, I would support an approach which attempts to strike a reasonable

balance among the six public policy goals rather than seek to achieve one goal to the exclusion

25 of all others,

A.

A.
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For example, it is often argued that economic efficiency will be encouraged if rates are

moved toward their marginal cost, and I agree with this premise. But, I would caution against

focusing only on the low marginal cost of one service (e.g. switched access) while ignoring the

low marginal cost of other services (e.g. connecting one more person or household to the

network). Furthermore, if a movement toward lower, more efficient rates in one area will

require drastic increases in rates in another area, I would recommend caution and moderation.

7

8

In my opinion, efforts to promote economic efficiency should not take precedence over

considerations of rate continuity and avoidance of disruptive rate changes, which argue for

9 moderation and caution.

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Likewise, it would not be in the public interest to risk the universal service objective by

adopting rate design proposals that would shift a large share of the revenue burden from

intrastate toll and switched access to residential basic exchange services. Some may argue that

such a shift will encourage efficiency, by bringing the toll and access rates closer to marginal

cost. But to determine if such a shift would truly result in a net gain in efficiency, the

Commission would also need to consider any offsetting efficiency losses that would result in

the local market, where prices would be increased farther above marginal cost, pushing

customers off the network, undermining the goal of universal service and potentially

endangering the stability of our long~held goal of allowing nearly everyone to easily

communicate with everyone else using a common network, regardless of how low their income,

how remote their location, or how little they personally value their connection to the common

network. Consideration of network externalities are vitally important, and the universal service

should be given considerable weight in the Commission's deliberations in this proceeding.

The pricing arrangements of the past several decades, which have required toll users to

shoulder a sizable share of the joint costs of the network, have been very successful in creating

and maintaining a ubiquitous telephone system that is unparalleled anywhere else in the world.
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In the United States, nearly everyone is connected to a common telecommunications network.

While some changes to the traditional pricing arrangements and rate relationships might be

needed to reflect changing conditions (e.g., increased competition, changing federal pricing

policies), the Commission should not rush to abandon a longstanding pricing approach which

has been so successful in benefiting the public.

It is also important to carefully evaluate the potential consequences of proposed

realignments of telecommunications prices at this stage in the effort to transition toward a more

competitive market. While reducing access rates may benefit some carriers, the policy changes

being advocated in this case won't necessarily help new entrants gain a foothold in the market,

and there may be unintended consequences of such a policy, which may make further progress

towards effective competition less likely to be achieve in some markets.

12

13 IV. Efficiency and Economic Costs

14

15 Q.

16

Please turn to the fourth section of your testimony. It is sometimes argued that reductions

in access rates can enhance economic efficiency, because rates are far in excess of

17 economic costs. Please respond?

18 Yes. Economic theory suggests that allocative efficiency is most readily achieved when all

19

20

21

22

23

24

25

prices are set equal to marginal cost, assuming this can be achieved while still allowing the fem

an opportunity to recover its total costs. In an industry where economies of scale and scope are

pervasive, pricing at marginal cost may not allow the firm to recover its total costs, and thus

some mark up above marginal cost will generally be necessary to ensure the long run viability

of the firm. While there is certainly some merit to this line of reasoning, there are also problems

with using this logic as a basis for lowering access rates-particularly if this is done at the

expense of higher local rates.

A.
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It would not be in the public interest to adopt proposals that would shift a large share of

the revenue burden from toll and access to residential basic exchange services, if this would risk

the universal service objective. Some may argue that such a shift will encourage efficiency, by

bringing the toll and access rates closer to marginal cost. But to determine if such a shift would

truly result in a net gain in efficiency, the Commission would also need to consider any

offsetting efficiency losses that would result in the local market, where prices would be

increased farther above marginal cost. As well, in evaluating questions of efficiency, it is

important to take into consideration the phenomena of network externalities, which suggests

that society greatly benefits from pricing policies which encourage high network participation

10 rates.

11

12 Q- The debate over economic efficiency is generally couched in terms of cost recovery. Can

13 you briefly explain the types of costs which are recovered through access rates?

14

15

16

17

18

19

20

21

22

23

24

25

Switched access rates have historically been designed to recover the costs of both the traffic-

sensitive (TS) and non-trafiic-sensitive (NTS) functions performed by the Local Exchange

Carrier (LEC) in processing calls for inter-exchange carriers (IXCs). The TS costs are those that

vary depending upon the usage placed over the network (e.g., the portion of the switching

equipment which varies in size and cost, depending upon call volumes). In comparison, NTS

costs are those costs that do not tend to increase as the number of calls placed over the network

increases (e.g. the cost of ordinary copper loops is largely fixed, regardless of the volume of

traffic carried by the loop).

Most of the NTS costs have another important characteristic: they are joint or common

costs which are not only necessary for the provision of intrastate switched access service, but

also are necessary for the provision of interstate switched access, local exchange and custom

calling services. Common costs are incurred when production processes yield two or more

A.
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outputs. Joint costs are a specific type of common cost. The classic definition specifies that joint

costs are incurred when production processes yield two or more outputs in fixed proportions.

More intuitively, joint costs arise in situations where there are production factors that, once

acquired for use in producing one good, are available for use without cost in the production of

others. Thus, for example, cattle feed that is acquired for use in producing hamburgers is

available for use without cost in producing leather shoes .

The local loop fits the definition of a joint cost because, except when congestion is

present, there is no trade-offbetween the joint uses of the loop. If an access line is acquired for

purposes of placing local calls, it is available for use without cost in placing long distance calls,

as well. When an additional access line is installed, it simultaneously increases the intermediate

output (access) available to both toil and local markets (as well as the market for other services,

such as custom calling). Even if a line is intended strictly for local calls, it can also be used to

place and receive toll calls, and vice versa. Accordingly, local loops are analogous to cattle feed

in the production of steaks and leather coats. Even if feed is strictly intended to increase the

amount of available beef, it concurrently increases the amount of hides which are available.

To be more precise, one can say that the access line connecting a residence or business

to the LEC's central office yields at least two joint products: access to customers within the

same locality (local access) arid access to customers within other cities (toil access). Since the

latter form of access is provided via toll carriers, one can think of the access line as providing

access to the local and toll networks. Of course, since communication is generally two-way, we

21

22

23

can also say that at least two other joint products are also provided: access to the customer

installing the line is provided to other customers within the same locality, and access is provided

to toll carriers and to their customers who have a potential interest in talking with the business

24 or household that installed the line.

25 To assign the entire amount of these joint costs to local exchange service is not
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appropriate, and the resulting total cannot meaningfully be arrayed beside the revenues derived

from basic local exchange service. The LECs have many revenue sources which help cover

these joint costs, including toll, switched access, and custom calling -- as well as revenues

generated by various unregulated services, like internet broadband access and video services.

Can-iers have long relied upon all of these different revenue sources in order to pay the

cost of the networks they have installed in each local area. Many of the facilities used in

providing basic local telephone service are also required for (and used by) other services these

carriers provide, including interstate switched access, intrastate switched access, intrastate toll,

custom calling, Caller ID service and broadband internet service. The poles, cable, drop wire,

line card, and channel connection are equally required for the provision of these other services,

and there is no logical reason to impose the entirety of these costs onto just one of the services

that benefit from them.12

13

14

15

16

17

18

19

20

Z1

Generally, when a customer is connected to the public switched network, that customer

is provided with access to the other lines situated within the same city, but access is

simultaneously provided to wireless carriers and long distance carriers with points of presence

in that city, and via their facilities, access is provided to millions of lines located in hundreds of

other cities around the state and country. It makes no economic sense to impose the entire cost

of the access line, as part of the price of local service, on the particular end user who requests

installation of the line. Rather, it is appropriate to recover the cost from all of the beneficiaries

of that line--including the other local customers in that city and the toll carriers that also benefit

from the new line, whether directly or indirectly.

22

23 Q. Observers have often characterized telecommunications as a declining cost industry. Does

24 this have relevance to the issues in this proceeding?

25 Yes. Because this is a declining cost industry, rates which were initially designed to recover aA.
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reasonable level of unit costs currently recover much more than the actual level of costs-

assuming the per-minute rates haven't declined as rapidly as the per-minute costs. In recent

years, we have seen an explosion of technological improvements as the industry has evolved

away from analog technology into digital technology. There have been tremendous

improvements in the areas of fiber optic cables, digital multiplexing and transmission systems,

operations support computers, digital cross connect systems, digital central office switches, and

7 more. Not only do these technologies permit substantial reductions in labor and maintenance

8

9

10

11

12.

costs, but the prices of these items been declining. As these new technologies are increasingly

utilized by coniers, their impact becomes increasingly significant. All of these technologies

allow coniers to generate more output, (e.g., minutes fuse and numbers of access lines in use),

per unit of input (e.g., hours of employee time expended). The benefits of new technology

combine with the benefits of economies of scale and scope to create an environment in which

13 unit costs have been rapidly declining.

14

15 Q-

16

Do you have any evidence that average costs per unit of output decline as a

telecommunications network expands?

17

18

19

20

21

22

23

24

25

Yes. In the course of my work in other jurisdictions, I have developed economic cost estimates

that demonstrate this phenomenon, and the pattern is very strong. As a canter expands its

output, it will tend to experience a downward trend in its average cost per loop or per minute.

This pattern of declining costs confirms the fact that both the IXCs and the LECs participating

in this proceeding are operating in a declining cost industry. Even if some of a carrier's input

prices are increasing (e.g. salaries) its unit costs are likely to be decreasing, because the uptrend

in input costs tends to be more than offset by the benefits of new technology and economies of

density and scale, all of which tend to increase over time, as telecommunications markets

expand.

A.
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V_ Universal Service and Access Reform

Q. Let's turn to the fifth section of your testimony, concerning universal service. Why is this

4

5

6

7

an appropriate policy goal?

As I indicated earlier, universal service is realized when nearly everyone is connected to the

public switched telephone network, regardless of how low their income, or how little they value

telephone service. Universal service is a desirable goal because it facilitates the free flow of

8

9

communications within society. This benefits everyone--including the people who would

otherwise not have a telephone, as well as everyone who needs to communicate with them.

10

11

12

13

14

15

While this goal is widely accepted, it sometimes gets less attention than it deserves.

Because of the rapid changes taking place in the telecommunications industry--including

increased competition, deregulation, and changing federal policies--many state regulators are

hard pressed to balance the goal of universal service with other policy objectives. Even so, it

should never be forgotten that all of society-including business and residential end users as

well as both local and long distance carriers-benefits when nearly everyone participates on a

16 universal, fully interconnected telecommunications network.

17 There is no inherent conflict between the goal of universal service, and the idea of

18

19

opening the markets to increased competition - provided that all can'iers are required to

intercomiect with each other on reasonable terms and conditions. In other words, nearly

20

21

22

23

24

everyone can be connected to a universal public switched network, yet portions of that overall

network may be owned and operated by competing firms. Stated differently, a global network of

interconnected networks can achieve the goal of universal service just as effectively as a smaller

group of monopoly networks. However, individual customers and carriers do not necessarily

have the incentive to advance the goal of universal serviceQFor instance, incumbent carriers

Z5 may seek to discourage entry by competitors by malting it difficult, or unduly costly for the

A.

30



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1

2

3

4

newer finns to interconnect with, or utilize portions of, the established iirrn's network.

Accordingly, the Commission should establish appropriate policies to ensure that all of the

networks are interconnected and compatible with each other, and to encourage every business

and every household to connect to this network of networks.

5

6 Q- Can you please explain what you mean by the "positive externalities" associated with

universal service?7

8

9

10

11

Yes. The provision of telephone service (particularly the connection of individual subscribers to

the telephone network) involves significant benefits that are not recognized by the individual

consumers who sign up for the service. In other words, they involve what economists refer to as

"positive externalities."

12

13

14

15

16

17

18

19

20

21

22

For instance, numerous individuals benefit when a new customer joins the system,

because the value of having a telephone increases as the number of subscribers rises. (If none of

your friends, relatives, and/or business associates were connected to the telephone system, you

would place little value on having telephone service for yourself.) Moreover, society as a whole

benefits from the flow of communication facilitated by universally available telephone service.

Since a ubiquitous telephone infrastructure is important to economic growth and

development, economic theory suggests that the price of connecting to the system should be

maintained at a relatively low level, to ensure that nearly everyone will connect--including

those with very low incomes, those who rarely use the phone, and those who don't value phone

service very highly. Positive externalities are an important consideration in shaping regulatory

policy, and they should not be ignored in favor of a narrow calculation of incremental costs and

23 revenues.

24

25

Historically, a wide variety of different policies have been adopted by regulators and

coniers to advance the goal of universal service. These policies include lifeline programs, cross-

A.
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industry cost sharing, averaging of costs across urban and rural areas, and rate structures that

are specifically designed to encourage maximum levels of participation in the network.

3

4 Q-

5

In what ways do these programs advance the goal of universal service?

In the absence of special regulatory policies, like lifeline programs, designed to achieve the

6 universal service goal, the carriers do not have sufficient incentive to achieve that goal, They

7

8

may opt for profit-maximization, rather than maximization of the rate of network participation.

For instance, in the relative absence of competitive pressures in rural areas, an

9

10

11

12

13

incumbent carrier might be tempted to raise basic rates in rural areas. Such a pricing policy

might advance that carrier's profit interests, but it would run counter to the universal service

goal. Because of their smaller local calling scopes, many rural customers may be unwilling to

pay high rates-particularly if they were raised to the lofty levels which would be required to

recover the full cost of rural networks. Historically, rural rates have not reflected the lull impact

14

15

16

17

18

of the high costs per line which are incurred in low density rural areas. If the goal is to have

nearly everyone in the state connected to the public switched network, a laissez faire approach

will not suffice. Canters have financial incentives to charge relatively high rates to customers in

low density, high cost locations, and the inevitable consequence of a a laissez faire approach

would be a loss of participation, with relatively few customers purchasing telephone service in

19 these areas.

20

21

22

Similarly, in the absence of pro-active govemrnent policies, carriers might make little

effort to sign up low income customers, and those people who don't greatly value telephone

service. Efforts to connect these marginal customers to the network will fall short of the

23

24

25

universal service goal, if they are perceived by carriers as being not an especially profitable

market segment (e.g. due to problems with uncollectible bills, or an inability to purchase high

volumes of high-margin discretionary services like custom calling). Just as retail prices are

A.
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sometimes higher and alternatives fewer in low income neighborhoods, there is reason to be

concerned that carriers will not aggressively seek to expand into low income markets, if they

believe that profit margins will not be as high in these locations.

That is not to say that telephone service would disappear if the universal service goal

were eliminated. Absent regulatory policies designed to help advance the goal of universal

service, one can easily envision a set of circumstances in which nearly all businesses and

perhaps 70% of the residential households would purchase telephone service, at much higher

prices. This figure can be compared with the participation rate achieved by the cable television

industry in a nearly unregulated monopoly environment. Most cable carriers have achieved

about 60% penetration, or buy up, while operating in a regulatory environment that has not

stressed ubiquitous or universal service and which has generally allowed carriers to skim the

cream of the overall market. Lower income customers and those who do not value cable service

13 highly tend not to join the network.

14

15

16

with lower prices, it would undoubtedly feasible to entice nearly everyone to connect

with the cable network - including many viewers now contented with the over-the-air signal

and some households that rarely watch TV. However, the cable industry hasn't chosen to

17

18

19

20

21

22

23

24

25

aggressively pursue these customers, perhaps because it would have to cut the prices charged

some of the core customers below the monopoly profit maximizing level. Wide lower prices and

higher participation, these firms would make less money than they achieve charging higher

prices to fewer customers. While society may not be handed by policies which allow cable

carriers to pursue profit maximizing pricing strategies, resulting in relatively high monthly

charges and relatively low participation rates, applying a similar "hands off" regulatory

approach to the telecommunications industry as a whole would have drastic consequences for

society. Unlike with cable TV service, the rate of participation on two-way communications

networks is of vital importance to society. Any substantial reduction below today's nearly
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universal participation rate would have serious adverse consequences not only for those former

customers who are forced off the network, but also for those who want and need to

3 communicate with them.

4

5 Q.

6

In light of the universal service goal, are there specific requirements that local rates must

be "just, reasonable, and affordable"?

7 Yes. The Consumer Protection clause of the 1996 Federal Act provides that both the FCC and

8 the states "should ensure that universal service is available at rates that are just, reasonable, and

9

10

affordable." [§ 254(i)]. This is the first time that Congress has used the term "affordable" in the

context of universal service. The extent to which people can afford telephone service is

11

12

typically measured through telephone penetration rates, and percentages of income spent on

telephones.

13

14 Q.

15

16

17

18

19

20

21

Please relate your discussion of the goal of universal service to the investigation of

switched access charges at hand in this proceeding?

Yes. These two issues are intimately connected. Switched access service is an important source

of revenues that has historically been used to help pay for the costs of providing Universal

Service. If these rates are greatly reduced, as some parties are advocating, there will be

increased pressure to replace this revenue stream with an alternative source of funding, such as

higher local exchange rates. This type of "rate rebalancing," as it has been called, may endanger

the universal service goal, particularly if it is implemented in an extreme manner.

22

23 Q.

24

25

Can policy decisions regarding access charges have an effect on universal service?

Yes, particularly to the extent access rate reductions are offset by increases in the fees paid by

local exchange customers. It is difficult, if not impossible, to separate concerns about the level

A.

A.

A.
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of access charge from concerns about universal service support, despite the fact that these issues

are often dealt with in separate proceedings. The FCC recognized this linkage in its Access

3 Charge Reform Order:

4

5

6

7

8

9

10

[T]hrough this First Report and Order in our access reform docket and
our Universal Service Order, we set in place rules that will identify and
convert existing federal universal service support in the interstate high
cost fund, the dial equipment minutes (DEM) weighting program, Long
Term Support, Lifeline, Link-up, and interstate access charges to explicit
federal universal service support mechanisms. [115]

11 Care must be exercised to ensure that the intrastate mechanisms used to maintain

12

13

14

15

16

17

18

support for affordable local rates are sustainable in the long run, achieve their intended purpose,

and do not unduly distort the market. in this regard, the support mechanisms which help

maintain affordable rates in high cost rural areas are of particular importance. One way to

reduce market distortions and ensure long term sustainability is to use support mechanisms

which are explicit and carefully focused. Thus, for example, implicit support embodied in the

existing access charges could be replaced with a more explicit form of support provided through

an expanded version of the Arizona Universal Service Fund.

19

20

21

22

23

The Commission is responsible for ensuring that the intrastate support mechanisms are

not only sustainable and consistent with evolving market conditions, but that they comply with

the requirements of the 1996 Telecom Act, including the requirement that the services which are

vital to the universal service goal are not burdened with an excessive share of the joint and

common costs of the network:

24

25
26
27
28
29
30

SUBSIDY OF COMPETITIVE SERVICES PROHIBITED- A
telecommunications carrier may not use services that are not competitive
to subsidize services that are subject to competition. The Commission,
with respect to interstate services, and the States, with respect to
intrastate services, shall establish any necessary cost allocation rules,
accounting safeguards, and guidelines to ensure that services included in
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4

the definition of universal service bear no more than a reasonable share
of the joint and common costs of facilities used to provide those services.
[Section 254(k).]

5

6

7

8

In determining the scope of this provision, the FCC concluded that this provision of the

1996 Telecom Act protects not only basic local exchange service but also the ability to access

long distance carriers. However, it does not protect toll services provided by those carriers, As

the FCC points out, this provision does not prevent universal service support for access:

9

10
11

Regarding GCI's argument that interexchange service should not be
supported because it is a competitive service, we emphasize that
universal service support will be available for access to interexchange
service, but not for the interexchange or toll service. [note omitted] We
find that the record does not support including toll service among the
services designated for support, although, as discussed in section V
below, we find that the extent to which rural consumers must place toll
calls to reach essential services should be considered when assessing
affordability. Nevertheless, universal service should not be limited only
to "non-competitive" services. One of the fundamental purposes of
universal service is to ensure that rates are affordable regardless of
whether rates are set by regulatory action or through the competitive
marketplace. GCI's argument implies that, if there were multiple carriers
competing to provide, for example, basic dialtone service at $1000 per
month, there could be no universal service support because the price was
set through competition. Such a result would be inconsistent with
Congress's intentions to preserve and advance universal service in
adopting section 254. We note that section 254(k), which forbids
telecommunications carriers from using services that are not competitive
to subsidize competitive services, is not inconsistent with our conclusion
that it is permissible to support competitive services. [note omitted]
[Access Charge Reform Order,1177]

12

13
14

15

16

17

18

19

20

21
22

23

24

25

26

27

28

29

30

31

32

33

34

There are undoubtedly a variety of different ways the Commission can ensure

compliance with this provision of the 1996 Telecom Act. Where doubt exists concerning the

35

36

best policy to adopt, or the most appropriate distribution of the burden of joint and common

costs, it is clear that priority must be given to ensuring that universal service is protected-even
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if that results in intrastate long distance toll and switched access rates which are higher than

would otherwise be desired. Stated another way, the Commission will undoubtedly receive

conflicting advice in this proceeding concerning the most appropriate way of spreading the

burden of joint and common costs between basic local exchange service and long distance toll

services. In evaluating this conflicting advice, it would be appropriate to err in the direction of

ensuring that the "price of entry" by individual consumers onto the telephone network remains

at attractively low levels-thereby helping to maintain very high penetration rates. That is not to

say that the Commission should be unwilling to deviate from the status quo, or that it should

refuse to consider any reductions to access charges for fear of the consequences. However, the

Commission should place a very high burden of proof on parties that are urging extreme

changes to cost recovery patterns which have proven so successful for so many years.

12

13 VI. AUSF Mechanics - Benchmarks and Embedded vs. Economic Costs

14

15 Q.

16

17

18

Let's turn to the sixth section of your testimony. Various proposals are being made in this

proceeding to expand and modify the AUSF. Without attempting to respond to each of

these specific proposals, can you provide some brief general comments concerning the

structure of the AUSF?

19 A. Yes. Simply stated, the fund should not be tailored for the exclusive benefit or detriment of any

20

21

22

one carrier or group of carriers. To best support the goal of universal service, funding should be

tightly targeted at carriers serving customers in the highest cost portions of the state, while

contributions into the fund should be broadly distributed, encompassing all carriers and all

Telecom services which benefit from universal service.23

24

25

More specifically, to the extent it is administratively practical and legally permissible,

contributions into the AUSF should come from incumbent LECs, CLECs, interexchange
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carriers, wireless carriers and internet service providers. Conversely, payments out of the fund

should be narrowly targeted at the highest cost areas in the state, and to the extent feasible

further targeted at customers within those areas who are most in danger of leaving the network.

Ideally, payments from the fund should be competitively neutral, providing support to all

carriers that are helping to maintain universal service in these high cost areas, based upon

appropriate criteria which are not skewed in favor of any particular type of carrier, or

technology. For instance, if a cable TV company offers telephone service to residential

customers in a high cost area, there is no reason to preclude that carrier from being considered

for receiving USF support, along with the incumbent LEC in that area. The universal service

goal is so important, it should not be left to the incumbent LECs alone.

11

12 Q. Can you explain what you mean by a benchmark?

13

14

15

16

17

18

19

A benchmark is typically used for comparison purposes, to better identify high cost areas, and

to help determine the amount of support needed in these areas. It provides a numerical basis for

evaluating the extent to which costs in a particular area are above the "norm," and thus

potentially in need of support. There are several different types of benchmarks, for instance, the

benchmark can be based upon revenue per line, or cost per line. In either case, high cost

support is provided to geographic areas where costs are found to be inordinately high, in

comparison with the benchmark.

20

21 Q. If a revenue benchmark were chosen for the AUSF, what revenues should the Commission

22 include in the benchmark?

23 A. If a revenue benchmark is used, it is important to carefully evaluate which revenues should be

24 included in the benchmark, and how to take into account any revenue sources which are

25 excluded from the benchmark. In general, this evaluation should be consistent with the fact that

A.
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telecommunications networks are used in providing many different services, and that it can be

highly misleading to exclusively focus on just a few of these many different services.

If support is going to be provided for the high cost of network facilities located in rural

areas, including the high cost of installing and maintaining cable and other facilities connecting

each customer to the network, in developing a revenue benchmark mechanism, it is imperative

to carefully consider the impact of all the different services that use or benefit from those

facilities. Basic local exchange service is not the only service that uses this cable and other

facilities, and it is not the only revenue source used in recovering the cost of those facilities.

The Commission should carefully evaluate the effect of other revenue sources, including the

impact of interstate services and the federal universal service support mechanisms, as well as

the impact of revenues carriers receive from intrastate switched access, intrastate toll, custom

calling, Caller ID and internet access service.

13

14 Q.

15

16

Some of the parties to this proceeding have suggested using a revenue benchmark, but the

FCC and some state jurisdictions have used a cost benchmark instead. Which approach

do you recommend"

17 A.

18

19

20

21

I recommend using an economic cost benchmark. This makes it easier to identify the highest

cost areas in the state, and to maintain consistency between the method used in identifying those

high cost areas and the method used in developing the benchmark. It is also consistent with the

method the FCC has been using for the federal USF. Moreover, a cost benchmark provides the

Commission with greater flexibility in balancing the interests of urban and rural customers - for

22 instance, it makes it easier to target support at the highest cost portions of an exchange

23

24

25

something that cannot as easily be done with a revenue benchmark, since most rates (and thus

revenues) tend to be averaged throughouteach exchange. The portion of the high cost burden

which will be borne by carriers and customers statewide (through the AUSF) and the portion
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1

2

which will be borne by carriers and customers located in or adjacent to the highest cost areas

can be more precisely specified if the Commission uses an economic cost benchmark.

3

4 Q.

5

6

7

8

9

10

The purpose of a cost benchmark is to determine the extent to which costs in areas

believed to have high costs actually have costs that are far greater than in the "average"

area. For the Federal USF, the FCC accomplished this comparison using the nationwide

average level of costs generated by the FCC model for non-rural carriers. What degree of

averaging should be used in this proceeding?

The cost benchmark should ideally be based upon a true statewide average, incorporating all

high and low cost areas within the state.

11

12 Q- You indicated that the cost benchmark should "based upon" average costs. Could the

13 benchmark differ from the average itself?

14

15

16

17

18

19

20

21

22

23

Yes. There are several ways a cost benchmark could be implemented. Obviously, the

Commission could set the benchmark exactly equal to the statewide average cost level, thereby

funding all locations where costs exceed the statewide average. However, this would not be the

best approach. To help reduce the funding requirements and enhance the long term viability of

the support mechanism, it would be preferable for the Commission to establish a benchmark

which exceeds the statewide average by some defined percentage, thereby concentrating

support on areas with the highest costs. This is similar to the approach adopted at the federal

level. In the October 21, 1999 Methodology Order, the FCC limited the size and scope of the

federal support mechanism by establishing its cost benchmark at l35% of the national average.

The FCC explained:

24
25
26

Because affordability is closely tied to local rate levels, established and
regulated by the states, we conclude that states are well-positioned to
adopt local rate structures and intrastate universal service support

A.

A.
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1 mechanisms that maintain affordable and reasonably comparable rates on
a statewide basis. Federal mechanisms, in contrast, will assure that these
goals are met nationally by providing support to those states where the
cost of providing the supported services substantially exceed the national
average. [May 27, 1999 Order, 'll 57. Emphasis added].

2

3

4

5

6

7 If the Commission could follow a similar approach, establishing a cost benchmark for the

8

9

AUSF which exceeds the statewide average cost per line by a specified percentage. The

difference could be 35%, or it could be a lesser or greater percentage.

10

11 Q.

12

Is there any reason why the Commission must follow what the FCC has done and set the

benchmark at 135% of the statewide average?

13 A. No. The appropriate percentage is a policy decision for the Commission to determine. The

14

15

16

17

18

19

20

21

effect of varying this percentage figure is straightforward: with a higher benchmark, the AUSF

will be smaller, with a lower benchmark the AUSF will be larger, holding everything else

constant. While 135% may have been appropriate in the federal jurisdiction, the appropriate

figure in Arizona could be different. There is no requirement that the Commission use the same

figure as the FCC. For one thing, the percentage figure that is selected by the Commission will

be applied to average Arizona costs, rather than national costs. There are differences between

the Arizona average costs which will be used in setting the AUSF benchmark and the national

average costs that the FCC has historically upon in developing the cost-based Federal USF

22 program.

23

24 Q. What are the policy implications of applying a higher or lower percentage figure?

25

26

27

One consideration is the total amount of support flowing from urban Arizona to rural Arizona,

while people in the urban areas clearly benefit from the existence of universal service

throughout the state -including the ability to place and receive calls from people located in

A.
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1

2

3

high cost rural areas, in the interests of fairness, as well as to ensure the long tern sustainability

of the support mechanism, it is appropriate to take steps to narrowly target support at areas with

the most extreme cost conditions. One way this can be accomplished is to use a relatively high

4

5

percentage figure. By selecting a percentage figure that is above 100%, the Commission can

better focus the funding support on areas with the highest costs, thereby limiting the size of the

6 AUSF.

7

8 Q.

9

Is it appropriate for carriers and customers in high cost areas to bear some of the high

cost burden?

10 A. Yes. The Commission can strike an appropriate balance between rural and urban rates, by

11

12

13

14

15

16

17

18

19

carefully considering several different aspects of the support mechanism, including the

percentage figure just discussed, and the manner in which geographic areas are defined when

developing area-specific cost estimates. Another factor to take into consideration is the calling

scope available to various customers. Customers in some high cost areas benefit from toll-free

calling throughout large portions of a nearby metropolitan area., Customers in other high cost

areas are located in more isolated areas, and they do not have the benefit of a large local calling

area. Given these discrepancies, it would may be reasonable to require customers in the former

high cost areas to pay higher rates (bear a higher portion of the high cost of serving them),

relative to customers in the more isolated areas.

20

21

22

23

24

25

In developing an optimal support mechanism, the Commission should not only consider

the cost of providing service in various areas, the ability of customers in those areas to bear the

high cost of serving them, but also the extent of the benefits received by those customers (and

thus, the extent to which there is a danger of pushing customers off the network, endangering

the universal service goal). In general, the Commission must decide how much of the high cost

burden should be borne by customers located in the high cost areas, and to what extent that
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1

2

burden should be shouldered more broadly, but customers throughout the state. Although the

Commission has considerable flexibility in resolving this issue, it does not have unlimited

3 discretion. For instance, rates in rural areas must remain reasonably comparable to rates in

4

5

6

7

urban areas. That is to say, while rates need not be identical, they must remain within a

reasonable range. For example, if rates in rural areas were twice the rates in urban areas, and the

calling scope of the rural areas were less than half that provided in the urban areas, urban and

rural rates would clearly not be "reasonably comparable."

8

9 Q. Should carriers receive funding for every one of their wire centers in which costs exceed

10 the benchmark?

11 A.

12

13

14

15

16

17

18

19

Not necessarily. For administrative convenience, the Commission could set a minimum support

level before AUSF funding will be provided. Consider a wire center with 500 lines, with costs

that exceed the benchmark by just 10 cents per month. Although the carrier would receive

support of 10 cents per line, this would amount to just $50 per month. Clearly, this minimal

level of funding does not justify the administrative burdens associated with calculating and

disbursing such a small payment. Even with somewhat higher funding levels, the administrative

burden might be out of proportion to the funding being provided-particularly when one

considers the need for the carrier to track and report the number of supported lines in each wire

center. Accordingly, it would be reasonable for the Commission to limit AUSF payments to wire

20 centers where the payments are anticipated to exceed a reasonable minimum level (e.g. $500

21 per month per wire center).

22

23 Q-

24

You have just indicated that the AUSF should be cost-based. Would you please explain the

term "cost" and briefly distinguish between "embedded" and "economic" costs"

25 Yes. The term "cost" is applied in a variety of different contexts (and by different individuals)A.
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1 with different meanings. It is, therefore, useful to distinguish some of the different versions of

2 this concept.

Embedded cost data is recorded in the books and records of a Erin. It measures historical3

4

5

6

7

8

9

10

11

12

13

14

costs, based upon a uniform set of rules, which has largely been developed by accountants.

Embedded cost data is often used by managers, investors, regulators, and economists in

understanding and interpreting a firm's historical financial performance.

Economic costs, on the other hand, tend to be more forward looking and more

theoretical in nature, Economists have developed a comprehensive set of theories concerning

cost, which they use to describe, explain, and predict the behavior of firms and individuals (e.g.,

consumers). While embedded cost data has its advantages-it's often quite practical to use, it

tends to be readily available, and it's fairly consistent from firm to Finn, it also has its

limitations. For instance, embedded cost data is not particularly amenable to "what if?" type

analyses, and it is backward looking. Economic cost data, on the other hand, is more difficult to

develop, but it is often more useful in analyzing complex issues and making critical decisions.

15

16 Q-

17

What options does the Commission have regarding development of cost studies for

Universal Service purposes?

18

19

20

22

23

Costs can be calculated in more than one way, hence, the Commission must decide the type of

cost data it will rely upon. While there are many options available, the fundamental dichotomy

is between embedded cost studies and forward looking economic cost studies. The former

approach has generally been used in rate base, rate of return regulation, while the latter

approach has increasingly gained favor with regulators as the industry has trended towards

increased competition.

ZN

25

21

A.

44



Direct Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1 Q, Are there problems with using embedded cost data?

2

3

4

5

6

7

8

9

10

11

12

13

14

There are at least five reasons why embedded cost data will not be adequate in developing a

cost-based USF mechanism for Arizona. First, embedded costs involve the accretion of capital

investments and their depreciation over a period of many years. Accounting records over this

lengthy period of time are sometimes fragmentary, and they weren't necessarily recorded in the

detail necessary to identify the specific costs incurred in specific wire centers, along specific

feeder routes, or within specific distribution areas. Due to inadequate record keeping, it

becomes difficult, or impossible, to track embedded costs to the level of geographic detail

necessary for USF purposes. While wire centers are important structural features of the network

from an engineering perspective, they have much less relevance from a financial or

administrative perspective, since a carrier's workforce, and many aspects of its operations tend

to be centralized. Accordingly, a carrier with numerous wire centers may not maintain detailed

records of the specific costs incurred in each part of its network.

Second, an embedded cost analysis will reflect the construction and maintenance of

15

16

17

18

19

20

networks developed mainly during the period of traditional rate of return regulation. A classic

weakness of ROR regulation is that it can be vulnerable to goldplating or inefficiencies that

translate into higher than necessary investment levels. Like any cost-plus system of

compensation, ROR regulation can create perverse incentives, since the more you spend, the

more you make, and inefficiencies are not necessarily penalized.

Third, if a carrier's actual, embedded costs are used for universal service funding

21

22

23

24

25

purposes, there will be strong incentives to shift costs into "high cost" areas in order to

maximize a carrier's draw from the AUSF. Universal service support will be maximized by

increasing the stated cost of high cost areas, offsetting reductions in the stated cost of low cost

areas will not have an offsetting downward impact in the amount ofAUSF payments received

by a carrier, thus, the higher the estimated cost to serve selected areas, the higher the funded

A.
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1 amount. This provides incentives for carriers to manipulate their cost records, mis-allocate

2 costs, or otherwise shift costs from their lower cost areas to their higher cost areas.

3

4

Fourth, the embedded approach doesn't work very well in a competitive market with

multiple carriers, regardless of whether the system is based upon the incumbent's costs alone or

5 the embedded costs of each individual carrier. In a multicarrier environment, it doesn't make

6

7

8

9

10

11

much sense for a single carrier's embedded costs to drive the funding system. Why should

carrier B be reimbursed for the cost of providing service in rural areas based upon carrier A's

costs? If the AUSF is based upon the incumbent carrier's costs, the system will tend to be

skewed in favor of the incumbent-the payment levels will be perfectly tailored to its needs, but

will not necessarily fit the needs of other carriers. Other carriers will tend to be

overcompensated or under compensated, depending upon how their costs compare to the

12 incumbent LEC's costs.

13

14

15

16

Fifth, as competition develops and market shares shift between carriers, a funding

system based upon embedded costs could become unstable, requiring constantly rising funding

levels. This is true regardless of whether the system is based upon the embedded costs of just

the incumbent carrier, or the embedded costs of all carriers.

17

18

19

20

21

22

Consider what would happen if carriers receive funding based upon the incumbent's

embedded cost per line. As the incumbent LEC's market share declines, its embedded

investment and other fixed costs will be spread over fewer lines, raising its per-line costs and

increasing its per-line draw from the AUSF. If the competitive carriers draw from the AUSF the

same per-line amount as the incumbent, their funding amount will increase even more rapidly,

as they receive an ever-increasing amount per line multiplied times an increasing number of

23 lines. This could result in a dramatic increase in the size of the AUSF, if the incumbent's market

24 share were to decline. To visualize the problem, consider an extreme example, in which the

25 incumbent's market share declines to just 10% of its initial number of lines, while its total
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1

2

embedded costs remain largely unchanged. As a result, its embedded cost per line would

increase nearly ten-fold while the total dollars the incumbent draws from the fund would remain

3

4

5

6

7

8

largely unchanged. Meanwhile, each of its competitors would potentially also receive nearly ten

times more per line, assuming they qualify for withdrawals from the fund. Under these

extreme circumstances, the total amount drawn from the fund would increase astronomically,

because the per-line funding amount increases as the incumbent's market share declines.

Analogous, though less extreme, problems would arise if each carrier receives its own

embedded costs. The incumbent's funding amount per line could increase rapidly as it loses

9

10

11

12

market share, for the reasons just given.

For all of these reasons, I don't believe embedded cost data will be adequate for AUSF

purposes over the long term. Accordingly, I recommend the Commission focus its attention on

long run economic costs in revamping the AUSF.

13

14 Q-

15

Up to this point you have emphasized the problems with embedded cost data. Are there

also problems with using forward-looking costs?

16

17

18

19

20

21

22

23

24

Yes. The primary problem is that economic costs must be developed-they are not reported on

the books and records of the carriers. Forward looking costs are developed using economic

modeling tools, and none of the available cost models effortlessly produces perfectly accurate

cost results. While the Commission would not need to start from scratch -- for instance, it could

initially focus on cost studies developed by the FCC for purposes of developing federal high

cost support - it will need to carefully review and analyze those studies, and quite likely it will

want to update and refine the cost results, carefully selecting appropriate inputs, and perhaps

making modifications or improvements to some aspects of the model, in order to overcome data

limitations or other problems.

25

A.
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1 VII. Conclusions and Recommendations

2

3 Q. Let's turn to the final section of your testimony. How do you recommended the

4

5

6

7

8

9

Commission proceed in this docket?

The Commission should be cautious, study the issues thoroughly, and make sure that any

changes that are introduced are beneficial to the public interest -- not merely to the corporate

interests of certain carriers. That is not to say, however, that an investigation of these issues is

not worthwhile. At some point in the future, the Commission may need to move forward with

access charge reform, and at that time it would be beneficial to have a firm understanding of the

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

issues and options.

In it's 2008 FNPRM, the FCC gave some indication of where it might be heading with

its efforts to further modify interstate intercarrier compensation, and those efforts may include

further preemption of states' authority to set intercarrier compensation rates. For example, the

"Chairman's Draft Proposal" attached to the 2008 FNPRM would require states to eventually set

default reciprocal compensation rates for all telecommunications traffic in accordance with a

new methodology to be adopted by the FCC. If the FCC adopts the Chairman's Draft Proposal

or takes an approach similar to it, the FCC will either force the Commission to make changes,

or remove the Commission's freedom to control intrastate intercarrier compensation.

As federally regulated intercarrier compensation has been increasingly reduced toward

zero (by lowering interstate access rates, retaining very low rates for wireless interconnection,

and expanding the scope of reciprocal compensation), the FCC has been expanding the

discrepancy between intrastate and interstate compensation levels, putting pressure on state

Commissions to reduce the level of revenue received by local exchange carriers through

intrastate switched access charges. For these reasons, the Commission would be well advised to

25 carefully think through the consequences of any future reduction or elimination of intrastate

A.
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1 access charges, and develop a plan which will help minimize the adverse consequences of any

2 such changes.

3

4 Q- If the Commission eventually moves forward with access charge reductions, do you have

5 any recommendations for how it should proceed?

6 Given the pattern of declining unit costs which has long been experienced in

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

telecommunications, the Commission should make a presumption that coniers are able to

reduce intrastate access rates without a dollar-for-dollar offsetting increase in other revenue

sources. Carriers should have the burden of proving they should be provided with replacement

revenues, as well as the amount of any such replacement funding. To the extent some carriers

are successful in proving that an offsetting revenue source is needed, other options should be

explored, besides local rate increases, including the possibility of expanding the AUSF.

There are ample reasons to be skeptical about proposals being made in this proceeding

that call for "revenue neutrality." In addition to the benefits of declining unit costs due to

technological improvements, there is also the benefit of growth in the use of other services that

utilize many of the same network facilities that are used in providing local exchange service.

For instance, many local exchange carriers are now providing broadband internet access over

their networks. While internet access is not subject to intrastate regulation (due to Federal

preemption), this service uses many of the same fiber and copper cables and other facilities that

are used in providing intrastate switched access and basic local exchange service. The

Commission should look closely at growth in this service, and evaluate the impact of this

growth on the share of network costs which is appropriately borne by intrastate services,

including intrastate switched access, and basic local exchange service.

Some parties to this proceeding have suggested that local exchange rate increases can be

avoided, or at least minimized, by providing rural carriers with increased support from the

A.
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1

2

3

4

5

Arizona Universal Service Fund. If payments from the AUSF are to be greatly expanded, it will

obviously be necessary to expand the overall size of the fund. Any such expansion of the AUSF

should not be implemented without careful consideration of appropriate mechanisms for

supporting such an expansion. In particular, the Commission should investigate options for

expanding the revenue base used in the AUSF funding process, to include additional carriers

6 and additional services

7

including both wireless services and internet access services.

If the revenue base of the AUSF were substantially broadened, it would be easier to

8

9

10

11

12

protect customers from unreasonable increases in basic local exchange rates. That said, I do not

mean to imply that an expansion of the AUSF will be necessary. Before considering an

expansion of the AUSF, the Commission should first look at the beneficial effects of declining

costs and expanded use of the carriers' network facilities in providing internet access and other

non-jurisdictional services. The Commission should reject proposals that any switched access

13

14

15

16

reductions must be "revenue neutral." A policy of "revenue neutrality" is appealing to carriers,

since it would protect them from any adverse changes in their revenues, but it is not fair to

customers. Revenue neutrality fails to protect customers from bill increases, it fails to ensure

that the public interest is protected, and it is not a sufficient basis for waiving the standard

17 requirement for rate changes to be accomplished in the context of a fair return on fair value rate

18 case.

19

20

21

22

23

Why should carriers be protected from any reduction in their revenues, while customers

won't be protected from increases in their bills? A more equitable approach would protect both

carriers and customers from extreme changes, while requiring both groups to share some of the

burden of any needed reforms. Basic principles of equity requires a careful and deliberate

approach to policy changes, but it doesn't mean that individual carriers should be totally

24

25

protected from any changes while individual customers are given little or no such protection.

Stated differently, while it is legitimate to be concerned about maintaining the financial
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1

2

3

4

stability of rural carriers, and it is easy to understand why these carriers are asking to be

protected from the adverse impact of any access rate reductions, revenue neutrality is not a valid

public policy goal, nor should the more legitimate policy goal of maintaining a reasonable

degree of financial stability be pursued to the point where individual customers are treated

5 inequitably.

6

7

8

Fortunately, increasing competition and technological changes have been creating

downward pressures on the underlying costs of telecommunication services, including switched

access and basic local exchange service, as well as internet access and many other services.

9 Considering this downward trend in costs, there is no reason to assume that carriers are entitled

10

11

to continue receiving the level of revenues they are currently receiving from switched access, or

that "revenue neutrality" is an appropriate prescription for resolving the issues in this

12

13

14

15

16

17

18

19

proceeding.

Given the declining cost characteristics of this industry, there is reason to be skeptical

about the necessity of adopting regulatory policies which would have the effect of substantially

increasing some customers' bills, merely because pressures exist to reduce intrastate switched

access rates to levels that are closer to those being established in the interstate jurisdiction.

Certainly, there is no need to assume that intrastate switched access rate reductions must be

financed with increases in local rates, or through expanded payments from the AUSF, on an

exact dollar-for-dollar basis. To the extent the Commission ultimately concludes that intrastate

20 switched access rates should be reduced, those reductions can be accomplished without

21 necessarily requiring sharp increases in other rates, or individual customer bills.

22

23 Q. Can you briefly elaborate on yourrecommendations concerning the AUSF?

24

25

To the extent the Commission ultimately concludes that access rate reductions are appropriate,

and to the extent some carriers are unable to absorb the entire amount of the resulting reduction

A.
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1

2

3

4

5

6

7

8

9

10

in access revenues without an increase in other revenue sources, the Commission should look

closely at the option of expanding the AUSF. If payments from the AUSF are to be

significantly expanded, it would be appropriate to look at options for simultaneously expanding

the scope of the fund, to encompass additional carriers and additional services.

The focus of an expanded AUSF should be to provide targeted, portable support for the

highest cost areas within the state. To achieve this purpose, the Commission should accurately

identify high cost areas in Arizona, determine how much support should be provided to each of

theseareas (e.g. a dollar amount per basic exchange access line per month) and determine the

best mechanism to use in providing this support. As a general principal, support should be

narrowly targeted at the highest cost areas - primarily low density rural areas located away

11 from towns and cities - where universal service would be most endangered in the absence of the

12

13

14

15

16

17

18

19

type of support which has historically been received from intrastate switched access service,

and which could potentially be provided through an expansion of the AUSF.

Funds should be available to carriers serving the highest cost areas, to the extent these

carriers are helping to maintain universal service in these areas for the benefit of customers

throughout the state, based upon appropriate criteria which are not skewed in favor of any

particular carrier. As well, the AUSF should promote, rather than discourage, effective

competition throughout the state. An appropriately designed, competitively neutral program

would not place a burden on traditional wireline carriers like Qwest, while exempting wireless

20 and other carriers who also benefit from universal service.

21

22

23

24

25

Similarly, AUSF support should be readily transferable from one carrier to the next, if a

customer in a high cost area changes carriers. Portability logically follows from the principles

of competitive neutrality and equitable treatment, since AUSF support should not necessarily be

limited to the incumbent carrier. In general, the philosophy should be one of providing support

to customers in high cost areas, to ensure that they can communicate with the rest of society at a
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1

2

3

4

5

6

7

8

9

10

reasonable cost, even though they are located in a low density, high cost area, and even though

the AUSF payments are paid to the carrier, rather than the customer. The support payment

associated with a particular customer (whether one with low income or one living in a high cost

area) should be portable, in the sense that the support moves if the customer changes carriers.

In practical terms, this means that cash subsidies should be limited to the amounts

needed to achieve the relevant public policy goals, these payments should be tightly targeted to

unusually high cost areas, with a particular emphasis on low income consumers and other

subscriber groups that would be lost to the network absent the support mechanism. For similar

reasons, it would be preferable to calculate AUSF payments based on a carrier-neutral

benchmark, rather than basing them on the embedded costs or revenue requirement of the

11 incumbent LECs.

12

13

14

15

16

In this regard, I would note that if the AUSF is expanded in a way that causes it to

provide substantial support to customers or carriers that do not truly need support, the fund will

be larger than necessary, undermining its long term viability and limiting the Cornrnission's

ability to advance and maintain the universal service goal over the long term. Thus, in

considering any expansion of the AUSF, the Commission should simultaneously consider

17

18

appropriate steps to more narrowly target the fund, in order to minimize the extent to which

expanded support would be provided to geographic areas that do not have extraordinarily high

19 cost levels.

20

21 Q- Does your silence on any of the issues addressed in the testimony of the other witnesses in

22 this proceeding mean that you accept their positions on such issues"

23 A. No, it does not.

24

25 Q- Does this complete your direct testimony, which was refiled on January 6, 2010"
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1 Yes, it does.A.
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Appendix A

Qualifications

Present Occupation

Q. What is your present occupation?

I am a consulting economist and President of Ben Johnson Associates, Inc.®, a

firm of economic and analytic consultants specializing in the area of public utility

regulation.

Educational Background

Q- What is your educational background?

I graduated with honors from the University of South Florida with a Bachelor of

Arts degree in Economics in March 1974. I earned a Master of Science degree in

Economics at Florida State University in September1977. The title of my

Master's Thesis is a "A Critique of Economic Theory as Applied to the Regulated

Firm." Finally, I graduated from Florida State University in April 1982 with the

Ph.D. degree in Economics. The title of my doctoral dissertation is "Executive

Compensation, Size, Profit, and Cost in the Electric Utility Industry."

Clients

Q- What types of clients employ your firm?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A Much of our work is performed on behalf of public agencies at every level of

government involved in utility regulation. These agencies include state regulatory

commissions, public counsels, attorneys general, and local governments, among

A.

A.

1
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1

2

others. We are also employed by various private organizations and finns, both

regulated and unregulated. The diversity four clientele is illustrated below.

3

4 Regulatory Commissions

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Alabama Public Service Commission-Public Staff for Utility Consumer Protection

Alaska Public Utilities Commission

Arizona Corporation Commission

Arkansas Public Service Commission

Connecticut Department of Public Utility Control

District of Columbia Public Service Commission

Idaho Public Utilities Commission

Idaho State Tax Commission

Iowa Department of Revenue and Finance

Kansas State Corporation Commission

Maine Public Utilities Commission

Minnesota Department of Public Service

Missouri Public Service Commission

National Association of State Utility Consumer Advocates

Nevada Public Service Commission

New Hampshire Public Utilities Commission

North Carolina Utilities Commission-Public Staff

Oklahoma Corporation Commission

Ontario Ministry of Culture and Communications

Staff of the Delaware Public Service Commission

Staff of the Georgia Public Service Commission

Texas Public Utilities Commission

Virginia State Corporation Commission

Washington Utilities and Transportation Commission

West Virginia Public Service Commission-Division of Consumer Ad vacate

Wisconsin Public Service Commission

2
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1

2

Wyoming Public Service Commission

3 Public Counsels

4

5

6

7

8

9

1 0

11

1 2

13

1 4

15

1 6

17

18

1 9

2 0

21

2 2

23

Arizona Residential Utility Consumers Office

Colorado Office of Consumer Counsel

Colorado Office of Consumer Services

Connecticut Consumer Counsel

District of Columbia Office of People's Counsel

Florida Public Counsel

Georgia Consumers' Utility Counsel

Hawaii Division of Consumer Advocacy

Illinois Small Business Utility Advocate Office

Indiana Office of the Utility Consumer Counselor

Iowa Consumer Ad vacate

Maryland Office of People's Counsel

Minnesota Office of Consumer Services

Missouri Public Counsel

New Hampshire Consumer Counsel

Ohio Consumer Counsel

Pennsylvania Office of Consumer Advocate

Utah Department of Business Regulation-Committee of Consumer Services

24

25

26

27

28

29

30

31

Attomevs General

Arkansas Attorney General

Florida Attorney General-Antitrust Division

Idaho Attorney General

Kentucky Attorney General

Michigan Attorney General

Minnesota Attorney General

3
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1

2

3

4

5

6

Nevada Attorney General's Office of Advocate for Customers of Public Utilities

South Carolina Attorney General

Utah Attorney General

Virginia Attorney General

Washington Attorney General

7 Local Governments

City of Austin, TX

City of CorpL1s Christi, TX

City of Dallas,TX

City ofEl Paso, TX

City of Galveston, TX

City of Norfolk,VA

City of Phoenix, AZ

City of Richmond,VA

City of San Antonio, TX

City ofTucson, AZ

County of Augusta, VA

County of Henrico, VA

County of York, VA

Town of Ashland,VA

8

9

1 0

11

1 2

13

1 4

15

1 6

17

18

1 9

2 0

21

2 2

23

2 4

2 5

2 6

Town ofBIacksburg,VA

Town of Pecos City, TX
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1 Other Government Agencies

2

3

4

5

6

7

8

9

10

Canada-D apartment of Communications

Hillsboro ugh County Property Appraiser

Provincial Governments of Canada

Sarasota County Property Appraiser

State of Florida-Department of General Services

United States Department of Justice-AntitrustDivision

Utah State Tax Commission

11 Regulated Firms

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Alabama Power Company

Arnericall LDC, Inc.

BC Rail

CommuniGroup

Florida Association of Concerned Telephone Companies, Inc.

LDDS Communications, Inc.

Louisiana/Mississippi Resellers Association

Madison County Telephone Company

Montana Power Company

Mountain View Telephone C company

Nevada Power Co many

Network I, Inc.

North Carolina Long Distance Association

Northern Lights Public Utility

Otter Tail Power Company

Pan-Alberta Gas, Ltd.

Resort Village Utility, Inc.

South Carolina Long Distance Association

Stanton Telephone

5
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1
2

3

4

5

Teleconnect Company

Tennessee Resellers' Association

Westel Telecommunications

Yelcot Telephone Company, Inc.

6 Other Private Organizations

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Arizona Center for Law in the Public Interest

Black United Fund of New Jersey

Casco Bank and Trust

Coalition of Boise Water Customers

Colorado Energy Advocacy Office

East Maine Medical Center

Georgia Legal Services Program

Harris Corporation

Helca Mining Company

Idaho Small Timber Companies

Independent Energy Producers ofldaho

Interstate Securities Corporation

J.R. Sir plot Company

Merrill Trust Company

MICRON Semiconductor, Inc.

Native American Rights Fund

Per Bay Memorial Hospital

Rosebud Enterprises, Inc.

Skokomish Indian Tribe

State Farm Insurance Company

Twin Falls Canal Company

World Center for Birds osPrey

6
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Prior Experience

Q- Before becoming a consultant, what was your employment experience?

From August 1975 to September 1977, I held the position of Senior Utility

Analyst with Office of Public Counsel in Florida. From September 1974 until

August 1975, l held the position of Economic Analyst with the same office. Prior

to that time, I was employed by the law Linn of Holland and Knight as a corporate

legal assistant.

Q. In how many formal utility regulatory proceedings have you been involved?

As a result of my experience with the Florida Public Counsel and my work as a

consulting economist, I have been actively involved in approximately 400

different formal regulatory proceedings concerning electric, telephone, natural

gas, railroad, and water and sewer utilities.

Q- Have you done any independent research and analysis in the field of

regulatory economics?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Yes, I have undertaken extensive research and analysis of various aspects of utility

regulation. Many of the resulting reports were prepared for the internal use of the

Florida Public Counsel. Others were prepared for use by the stair of the Florida

Legislature and for submission to the Arizona Corporation Commission, the

Florida Public Service Commission, the Canadian Department of

Communications, and the Pr ovincial Governments of Canada, am org others. 111

addition, as I already mentioned, my Master's thesis concerned the theory of the

regulated firm.

A.

A.

A.

7
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Q. Have you testified previously as an expert witness in the area of public utility

regulation?

Yes. I have provided expert testimony on more than 250 occasions in proceedings

before state courts, federal courts, and regulatory commissions throughout the

United States and in Canada. I have presented or have pending expert testimony

before 35 state commissions, the Interstate Commerce Commission, the Federal

Communications Commission, the District of Columbia Public Service

Commission, the Alberta, Canada Public Utilities Board, and the Ontario Ministry

of Culture and Communication.

Q. What types of companies have you analyzed?

My work has involved more than 425 different telephone companies, covering the

entire spectrum from AT&T Communications to Stanton Telephone, and more

than 55 different electric utilities ranging in size from Texas Utilities Company to

Savannah Electric and Power Company. Shave also analyzed more than 30 other

regulated firms, including water, sewer, natural gas, and railroad companies.

Teaching and Publications

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Q- Have you ever lectured on the subject of regulatory economics?

Yes, I have lectured to undergraduate classes in economics at Florida State

University on various subj ects related to public utility regulation and economic

theory. Shave also addressed inferences and seminars sponsored by such

institutions as the National Association of Regulatory Utility Commissioners

(NARUC), the Marquette University College of Business Administration, the

Utah Division of Public Utilities and the University of Utah, the Competitive

Telecommunications Association (COMPTEL), the International Association of

A.

A.

A.
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Assessing Officers (IAGO), the Michigan State University Institute of Public

Utilities, the National Association of State Utility Consumer Advocates

(NASUCA), the Rural Electrification Administration (REA), North Carolina State

University, and the National Society of Rate of Return Analysts.

Q. Have you published any articles concerning public utility regulation?

Yes, I have authored or co-authored the following articles and comments:

"Attritions A Problem for Public Utilities-Comment." Public Utilities

Fortnightly, March 2, 1978, pp. 32-33.

"The Attrition Problem: Underlying Causes and Regulatory Solutions." Public

Utilities Fortnightly,March 2, 1978, pp. 17-20.

"The Dilemma in Mixing Competition with Regulation." Public Utilities

Fortnightly, February 15,1979, pp. 15-19.

"Cost Allocations: Limits, Problems, and Alternatives." Public Utilities

Fortnightly, December 4, 1980, pp. 33-36.

"AT&T is Wrong." The New York Times, February 13, 1982, p. 19.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

"Deregulation and Divestiture in a Changing Telecommunications Industry," with

Sharon D. Thomas.Public Utilities Fortnightly, October 14, 1982, pp. 17-22.

"Is the Debt-Equity Spread Always Positive?" Public Utilities Fortnightly,

November 25, 1982, pp. 7-8,

A.

9
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"Working Capital: An Evaluation of Alterative Approaches."Electric

Rate-Making, December 1982/January 1983, pp. 36-39.

"The Staggers Rail Act of 1980: Deregulation Gone Awry," with Sharon D.

Thomas. West Virginia Law Review, Coal Issue 1983, pp. 725-738.

"Bypassing the FCC: An Alterative Approach to Access Charges."Public

Utilities Fortnightly, March 7, 1985, pp. 18-23.

"On the Results of the Telephone Network's Demise-Comment," with Sharon D.

Thomas.Public Utilities Fortnightly, May 1, 1986, pp. 6-7.

"Universal Local Access Service Tariffs: An Alternative Approach to Access

Charges." InPublic Uzilizy Regulation in an Environment of Change, edited by

Patrick C. Mann and Harry M. Trebing, pp. 63-75. Proceedings of the Institute of

Public Utilities Seventeenth Annual Conference. East Lansing, Michigan:

Michigan State University Public Utilities Institute, 1987.

With E. Ray Canterbery. Review ofThe Economics of Telecommunications:

Theory and Policy by John T. Weeders.Southern Economic Journal 54.2

(October 1987).

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

"The Marginal Costs of Subscriber Loops," A Paper Published in the Proceedings

of the Symposia on Marginal Cost Techniques for Telephone Services. The

National Regulatory Research Institute, July 15-19, 1990 and August 12-16, 1990.
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With E. Ray Canterbury and Don Reading. "Cost Savings from Nuclear

Regulatory Reform: An Econometric Model." Southern Economic Journal,

January 1996.

1

2

3

4

5

6

Professional Membershqws

Q- Do you belong to any professional societies?7

8

9

Yes, I am a member of the American Economic Association.A.

11
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1

2 REJOINDER TESTIMONY

3 OF BEN JOHNSON, PH.D.

On Behalf of4

5 THE STATE OF ARIZONA

6 RESIDENTIAL UTILITY CONSUMER OFFICE

7 Before the

8 ARIZONA CORPORATION COMMISSION

9

10 Docket Nos. T-00000D-00-0672 and RT-00000H-97-0137

11

12

13

14

15

16

Introduction

Q. Would you please state your name and address?

17 Ben Johnson, 3854-2 Killearn Court, Tallahassee, Florida 32309.

18

19 Q- What is your present occupation?

20

21

I am a consulting economist and president of Ben Johnson Associates, Inc., an economic

research firm specializing in public utility regulation,

22

23 Q- Are you the same Ben Johnson that filed direct testimony in this proceeding on January 6,

2010?24

25 Yes, I am.

A.

A.

A.

1
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1 Q. Did you file reply testimony on February 5, 2010 in this docket?

2

3

4

5

6

No, I did not, The filing date for Staff and RUCO's Erst round of testimony was on January 6,

2010, more than a month after all other parties filed their direct testimony. Between January 6

and February 5, no additional testimony was filed which could serve as the basis for my reply

testimony. In the interest of conserving resources, I decided to wait until this filing date to file

additional testimony, which gave me the opportunity to respond to the testimony filed on

7 February 5.

8

9 Q. What is your purpose in making your appearance at this hearing?

10

11

12

13

14

15

16

17

Our firm has been retained by the Residential Utility Consumer Office ("RUCO") to assist with

RUCO's participation in this generic proceeding to investigate the pricing of intrastate switched

access service, including proposals to reduce access rates by increasing local rates, and/or

expanding the Arizona Universal Service Fund ("AUSF"). In this testimony I respond to some

of the points raised in the reply testimony of Staff witness Wilifred Strand, Verizon witness Don

Price, AT&T witness Debra Aron, and ALECA witness Douglas Meredith. The fact that I do

not respond to certain issues raised by the other witnesses in this proceeding should not be

construed as my acceptance of their positions on those issues.

18

19 Q. Let's start with Staff witness Wilifred Strand. What portion of his reply testimony do you

20 wish to address?

21 A.

22

23

24

25

I would like to briefly comment on his concerns regarding my proposal to make AUSF support

portable between carriers. As I explained in my direct testimony, AUSF support should not

necessarily be limited to the incumbent carrier. Rather, support should be readily transferable

from one carrier to the next, if a customer in a high cost area changes carriers. Mr. Strand noted

such an approach would be "theoretically attractive". However, he is concerned that it would

A.

A.

2
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1 "suffer from some practical shortcomings". [Strand Reply, p. 4]

2

3

4

5

6

7

8

9

10

11

ETC support for each state was capped [by the FCC] at the level of
support that competitive ETCs in that state were eligible to receive
during March 2008 on an annualized basis. Further, portability from
Staffs perspective means that as a customer changes carriers, the support
that follows the customer to the new carrier would be offset by an
equivalent reduction in the support provided to the carrier that loses the
customer. Staff does not believe that such a provision can be
implemented absent the processing of an R14-2-103 filing by a company.
[Id.]

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

I agree that there are practical, logistical and legal issues that would need to be resolved before

implementing any changes to the AUSF. However, such issues need to be resolved in any

event, and they do not arise simply due to my recommendation that support be portable.

Admittedly, these issues might be more complex if the Commission allows other carriers to

participate in the AUSF. Making the AUSF competitively neutral is a fairer, more theoretically

sound approach, which offers significant public policy benefits which justify the additional

effort involved in resolving the associated implementation issues.

I would also note that the cap referenced by the Staff witness is a constraint on CLEC

federal support. The cap on federal support should not preclude adopting a policy of

transferability for state universal service support. In any event, there is no need to decide at this

juncture exactly what approach should be used - if the Commission concludes that changes are

warranted to the current arrangements, it should probe into the issues further, and evaluate the

pros and cons of various approaches, before moving forward with implementing any changes.

Finally, I would note that, in principle, AUSF support that follows the customer to a new

carrier should be offset by a reduction in the support received by the carrier that loses the

customer. This is what happens in a normal competitive marketplace, where a firm that loses

market share experiences a reduction in its revenues, forcing it to cut costs and increase

efficiency. Unless a similar mechanism is adopted by the Commission, AUSF support will be

3
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1

2

3

4

5

6

viewed as an "entitlement" by the incumbent carriers, reducing their incentives to operate

efficiently, and increasing the danger of the fund growing to the point where it imposes an

unreasonable burden on customers located in the urban parts of the state.

As I explained in my direct testimony, the potential burden will be particularly severe if

payments from the fund are based upon the incumbent's embedded costs. If the AUSF is tied to

embedded costs, as the incumbent LEC's market share declines, its embedded investment and

7

8

9

10

11

12

13

14

15

16

other fixed costs will be spread over fewer lines. This would increase its embedded cost per-

line, potentially increasing its per-line draw from the AUSF. If other can°iers also draw from the

AUSF based upon the embedded cost per-line of the incumbent, their funding amount will

increase even more rapidly (as they receive an increasing amount per line multiplied times an

increasing number of lines), and the total size of the fund will escalate.

The potential for the AUSF to impose an unreasonable burden on urban customers will

vary depending on various aspects of the support mechanism. For instance, if an economic cost

modeling approach is used, rather than an embedded cost-based methodology, the risks are

reduced, since the Commission can readily determine the extent to which economies of scale

should be reflected in the AUSF calculations. Initially, economic costs could be developed

17 based upon the assumption of a single hypothetical network serving 100% of the customers. If

18

19

competition develops in rural areas and market shares decline, the Commission can determine

whether it should continue to use this hypothetical 100% market share assumption, ("as if" the

20

21

modeled carrier serves the entire market), or whether it should modify the cost analysis to

reflect a lower assumed market share which reflects less extensive economies of scale (e.g. "as

22

23

24

25

if" the modeled carrier serves 80% of the market). This flexibility in varying "what if'

assumptions is one of the inherent advantages of an economic cost model. Another key aspect is

the benchmark mechanism which is used, and in particular, the extent to which carriers will be

required to recover some of the high costs of serving rural areas from sources other than the

4
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1

2

AUSF - for instance, from the rates they charge their retail customers, from the federal high

cost support mechanism, and from rates charged for internet access and other unregulated

3

4

ancillary services which are provided by using many of the same network facilities used in

providing basic local service.

5

6 Q-

7

Let's turn to the reply testimony of Verizon witness Don Price. What issue raised in his

testimony would you like to address?

8 A.

9

I would like to briefly respond to his comments about recovery of loop costs. In my direct

testimony, I stated that the entire cost of the access line should not be recovered from the

10 particular end user who requests installation of the line. In response, Mr. Price notes that

11 Verizon "has proposed that the Commission utilize Qwest's current intrastate access rates as the

12 benchmark for the ALECA members". [Price Reply, p. 49] Mr. Price further explains:

13

14

15

16
17

18

19

The Qwest intrastate access rates are set well above economic cost,
meaning that those rates contain a contribution toward joint and common
costs, including the cost of the local loop. So leaving aside any
disagreement I might have with Mr. Johnson's cost allocation theories,
the Commission need not be concerned with the scenario Dr. Johnson
portrays. [ld,]

20

21

22

23

24

25

26

27

28

I would note that this proceeding doesn't include any cost studies or detailed information

concerning the allocation methodologies supporting Qwest's intrastate access rates, and thus it

isn't feasible to determine what share of Qwest's joint and common costs are being recovered in

its current switched access rates. But, one thing is clear -- Qwest's costs are primarily incurred

within the state's urban areas, whereas the focus of this proceeding is on the State's rural areas.

Since per-line costs are higher in rural areas than in urban areas, it is clear that whatever percent

share of joint and common costs is being borne by Qwest's intrastate access rates, a much

smaller share of the analogous costs of rural carriers would be home by those same rates if they

were applied to smaller carriers operating exclusively within the rural parts of the State. Stated

5
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1

2

3

another way, by applying Qwest's access rates to rural carriers, the share of their loop costs

which will be recovered will be substantially less than the share of loop costs which is

recovered by Qwest when charging those same per-minute rates in Phoenix and Tucson.

4

5 Q. Let's now discuss the reply testimony ofAT&T. What issues would like to address?

6 A.

7

8

9

10

11

I would like to respond to several comments made by AT&T witness Debra Aron. Specifically, I

would like to address Dr. Aron's comments regarding the possible effects of rate increases on

universal service, her comments regarding the proper recovery of joint and common costs, her

contention that access charges have not been an effective tool for recovering a portion of

network costs, including joint and common costs, and, the impression she seems to have that I

am recommending a regulatory system which favors new entrants at the expense of established

12 carriers o

13

14 Q- What does Dr. Aron have to say about universal service and subscriber penetration rates?

15

16

In response to my concerns about the possible negative impact of increased local exchange rates

on universal service, Dr. Aron states :

17

18

[W]hile the potential effects of retail price increases on overall telephone
penetration is certainly an issue that regulators must attend to, the
evidence suggests that at least some increase in retail rates is tolerable.
Dr. Johnson's testimony fails entirely to recognize that 97 percent of the
population in Arizona over the age of 15 has a wireless phone, and that
the wireless, wireline, and VoiP networks are interconnected, and fails to
appreciate the implications of these 21st century realities for universal
service. As I discussed in my Direct Testimony, even if increasing retail
wireline prices caused some customers to drop their wireline telephone
service, this would not necessarily have any effect at all on universal
service or telephone penetration if those customers choose to rely on
other technologies to meet their communications needs. Only to the
extent that price increases cause customers to drop their wireline phone
and to not subscribe instead to cable telephony, wireless, or some other
form of telephony, would retail rate increases possibly impact goals of
universal service.

19
20
21
22
23
24
25
26
27
28
29
30
31
32

A.

6
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1

2

3

4

5

6

Nevertheless, it is certainly reasonable to advise the Commission to
"think through the consequences" of reducing access rates and develop a
plan to minimize any potential adverse consequences. [Aron Reply, p.
78]

7 Dr. Aron seems to be suggesting that decreased landline subscribership doesn't matter, since

8 alternative means of communication exist. However, Dr. Aron has glossed over the inherent

9 differences between wireline service and "alternatives" such as wireless and VOiP service. For

10 most customers, wireless (and Voip) services primarily function as complements to wireline

11

12

service, rather than direct substitutes. For instance, some customers may purchase wireless

service for use while driving around the state, or when visiting the nearby towns and cities, even

13

14

15

16

17

if they live in a remote area where the wireless carrier's call quality is grossly inferior to that

provided by the regular phone line. There is no evidence in this proceeding concerning call

quality in specific locations within the state, or the extent to which wireless and broadband

alternatives are available in various parts of the state, or the prices that are charged for these

other services. Absent more evidence concerning these issues, the Commission should not

18 assume that the universal service goal could be maintained even without the state's rural

19 wireline carriers .

20

21 Q. What are some of the important differences between wireline service and alternatives like

22 wireless and VOiP?

23

24

25

26

27

First, there are significant differences in the way these services are priced. Wireless and VoiP

services typically are provided as a package offering which includes various enhanced services

and long distance services. As a result, they are generally priced far higher than incumbent's

stand alone basic exchange service. Further, wireline services are typically priced on a flat fee

(unlimited local usage) basis. Wireless services, on the other hand, are typically priced on a

A.

7



Rejoinder Testimony of Ben Johnson, Ph.D.
On Behalf of The Arizona Residential Utility Consumer Office, Docket Nos. T-00000D-00-0672, RT-00000H-97-0137

1 monthly volume of calling basis. The more you expect to use the phone, the more you can

2 expect to pay for wireless service .. either because offer-minute charges or because of the need

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

to purchase a pricing plan with a large bundle of minutes. The pricing structure of wireline

services typically allows users to pick up the phone as often as they want, and allows them to

talk to others in their local calling area as much as they want, without having to be concerned

they might receive a large bill at the end of the month. In contrast, the wireless industry

continues to price its services with respect to anticipated usage levels. Because of consumer

preferences, there has been a strong trend away from pure per-minute pricing of wireless

services, toward "bundled" pricing. Yet, even with the decline in per-minute costs resulting

from increased economies of scale and favorable trends in technology, the wireless industry

continues to price most of its offerings on the basis of different levels of anticipated usage.

Another important consideration when comparing wireless service to wireline and VoiP

service is the quality of the calls that can be placed on each. Wireline services typically provide

higher quality, more reliable communication than these alternatives. Calls placed over land lines

are typically dropped less often than calls placed over wireless facilities. Further, land line calls

are less subj et to weather interference, they are not subject to structural interference, they are

less subject to congestion problems, they are less frequently subject to cross talk, and, they are

less frequently subj et to static, noise, fading, and other aspects of poor sound reproduction.

Although wireless service offers the advantage of greater mobility, it does not serve a close

substitute for wireline consumers who care about having consistently accurate, noise-free sound

reproduction. Given a choice between pulling a cell phone out of their pocket or walking across

the room to use a conventional phone, consumers will often choose the latter option because of

these differences in sound quality and reliability.

Just as postal service, overnight delivery services, and email service all serve as

occasional alternatives to wireline phone service, a limited degree of substitution between

8
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I

2

3

wireless and wireline services have always occurred in practice, at least at the edges of the

market (for certain customers and certain situations). Although the minority of people who

have abandoned wireline service in favor of wireless or VOIP services is increasing, wireless

4

5

and wireline services have always been, and to to a great extent continue to be, complementary

services, rather than close substitutes. While exact comparisons are difficult to make, because

6

7

8

9

10

of the many differences between wireless and wireline services, it was (and is) obvious that the

Commission cannot simply ignore the public policy benefits of offering universally available,

reasonably priced wireline local service throughout the state .- nor can the Commission assume

that wireless or broadband cable service will provide an adequate, cost-effective alternative to

traditional basic local exchange service in rural areas. Thus, it is reasonable to continue to

11

12

provide support for the high cost of providing that service - through intrastate access charges,

the AUSF, or (preferably) a combination of the two.

13

14 Q- Hasn't AT&T proposed a graduated implementation of local exchange rate increases?

15 A. To a certain extent. As explained by Dr. Aron:

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

AT&T proposed to reduce intrastate access rates to interstate rates
immediately, but phase in price increases over time to replace that
revenue by setting a maximum annual price increase. The forgone
revenue that is not recovered through the annual increase would be
replaced with AUSF funds in the short run, but the AUSF support would
be decreased and the retail price would be increased until it reaches an
established benchmark over a measured period of time (for example, two
years) to minimize rate shock. Such a plan would provide Arizona long
distance customers with the benefits from reduced access rates
immediately, would reduce incentives for arbitrage, and would decrease
the distortions to intermodal long distance competition, while phasing in
the necessary retail rate increases over time and to a level that the
Commission considers acceptable and consistent with universal service
goals. This plan meets Dr. Johnson's objectives of increasing efficiency
(by decreasing access rates right away) while moving slowly and
deliberately on retail price increases that he believes could reduce
telephone penetration. [Id., p. 79]

9
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1

2

3

4

I agree that phasing in any allowed price increases would help avoid the risk of rate shock and

ameliorate the potential for price changes leading to reduced subscriber penetration. As well, to

the extent access charge reductions are passed through to customers in the form of dollar-for-

dollar reductions in retail intrastate long distance rates in the state, the resulting reduction in

5

6

7

8

9

10

11

12

13

phone bills will also serve to ameliorate the impact of higher local rates to some extent.

However, AT8LT hasn't provided sufficient assurance that if it obtains the access charge

reductions it is requesting, those reductions will, in practice, be fully passed-through to retail

long distance customers in the state. Nor is there any reason to assume that the long distance

market is sufficiently competitive to ensure an immediate, dollar-for-dollar reduction in retail

long distance rates. Absent a specific, enforceable promise to pass through any rate reductions,

a decision to reduce access rates and increase local rates will not necessarily leave retail

customers whole - the overall net impact may be to shift money from the bank accounts of the

state's retail customers, to the accounts of its telecommunications carriers.

14

15 Q. What does Dr. Aron have to say about the proper recovery of joint and common costs in

16

17

18

19

the context of access charge reform?

In my direct testimony, I explained that for more than 30 years, AT&T and other long distance

carriers have been arguing, in various ways and various forums, that they should be allowed to

use the local networks without paying anything for this privilege. In response, Dr. Aron states:

20
21
22
23
24
25

AT&T is proposing to pay rates that by all evidence exceed the ILE Cs '
costs of providing switched access service to AT&T. The cost
associated with switched access is the cost of switching and associated
transport, not the cost of the loop. [Id., p. 80]

26

27

Dr. Aron has conveniently ignored my discussion of more than 90 years of court decisions and

regulatory practice regarding the appropriate recovery of loop costs, and other joint and

common costs. As I pointed out in my direct testimony, in 1923 the U.S. Supreme Court, in

A.

10
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1

2

Smith vs. Illinois Bell Telephone Company rejected the costing approach preferred by Dr. Aron,

in which long distance services are assumed to only be responsible for their direct costs. The

3

4

5

6

7

8

Supreme Court concluded that allocating the entirety of loop costs onto intrastate service would

result in an "undue burden" on that category of service. The same principle applies within the

intrastate jurisdiction, with respect to unduly burdening local exchange service. This principle

of fairly distributing the joint or fixed costs of the network to all of the users of the network has

been repeatedly applied and upheld since then. Despite continued arguments like the one

advanced by Dr. Aron, the policy of spreading these costs across multiple services has been

9 affirmed in numerous proceedings throughout the country. [See, Ag., Johnson Direct, p.7 et.

10 seq.]

11

12 Q.

13

14

15

16

17

18

19

20

21

Haven't the interexchange carriers recently had some success with their argument?

Yes. The wireless carriers have been successful in persuading the FCC to allow them to access

the local networks without paying much, if any, of the joint and common costs of the network,

and the interexchange carriers have persuaded the FCC to greatly reduce per-minute interstate

access charges, and to adopt various other policies that have the effect of shifting costs onto

local customers. While some aspects of those policies may be considered successful at least in

some respects, there are other aspects that are problematic. For example, the FCC has been

relying on a federal USF mechanism to ameliorate the potential impact on rural carriers and

rural customers -- but the federal USF has grown rapidly in size, and the FCC hasn't figured out

how to completely solve that problem. It is currently investigating the issue, and is relying on a

freeze to constrain the size of the fund.22

24 Q.

25

Can you now discuss Dr. Aron's contention that access charges have not been an effective

tool for recovering a portion of network costs, including joint and common costs?

A.

11
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1

2

3

4

In my direct testimony I stated that although the Commission could consider the possibility of

deviating somewhat from the status quo, including the level of access charges, I recommend the

Commission adhere to traditional cost recovery patterns absent extraordinary circumstances.

In reply, Dr. Aron referred to these cost recovery patterns as a "crumbling and antiquated

5 system of excessive access rates". [Id., pp. 80-81]

6

7

8

9

10

11

12

13

[Access revenues] create a self-reinforcing downward spiral of support
for LECs because high access rates force wireline long distance rates up,
which makes wireline long distance service less competitive relative to
wireless and other technologies that do not pay access rates to the same
extent as do wireline IXCs, or do not pay them at all, customers migrate
from wireline to other forms of long distance communication, and access
revenues dry up for the LECs that they historically supported. [Id., p. 81]

14

15

16

17

I will acknowledge the the FCC has been expanding the discrepancy between federal and state

interconnection compensation policies, which is putting downward pressure on the support local

exchange carriers receive from intrastate switched access charges. The FCC has preempted

state regulation of wireless and broadband internet access services, and it is allowing wireless

18

19

20

21

22

23

24

carriers to originate and terminate in-state long distance calls on the wireline local exchange

networks without requiring these carriers to pay intrastate switched access charges. This has led

to pricing practices in the wireless industry which blur the distinction between local and long

distance calls. All of these federal regulatory policies are placing downward pressure on

intrastate long distance prices and calling volumes.

Due to the pressures exerted by these federal policies, it may be helpful to reduce

reliance on switched access rates and to concurrently expand reliance on the AUSF as the

25 primary mechanisms used to support the high cost of phone service in rural Arizona. A shift

26

27

toward the AUSF would be particularly logical if it is feasible to broaden the scope of the AUSF

to include participation from wireless and broadband carriers. If the revenue base of the AUSF

28 were substantially broadened, to include additional carriers and additional services including

A.

12
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1 both wireless services and internet access services - it would be easier to protect customers

2 from unreasonable increases in basic local exchange rates.

3

4

5

6

7

However, I would point out that, in my direct testimony I was not arguing against any

changes whatsoever, nor was I opposed to a well-thought-through shift toward greater reliance

on the AUSF. Rather, I was arguing that any changes to these support mechanisms need to be

carefully planned and researched, and that the burden of proof should lie with the parties

advocating the proposed changes.

8

9 Q. Can you now discuss Dr. Aron's implication that you are recommending a regulatory

10 scheme that favors new entrants at the expense of established carriers?

11 A. In my direct testimony I pointed out that the Commission should carefully evaluate the potential

12 consequences of proposed realignments of telecommunications prices at this stage in the effort

13 to transition toward a more competitive market. I also noted that the policy changes being

14 advocated in this case won't necessarily help new entrants gain a foothold in the market, and

15 may hinder further progress towards effective competition. Dr. Aron apparently misunderstood

16 these comments to mean I favored somehow subsidizing new entrants :

17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Helping new entrants gain a foothold in the market, is not a valid or
responsible public policy goal. Helping new entrants gain a foothold in
the market means subsidizing them, protecting them from competition,
applying rules unequally to them, or otherwise enhancing their ability to
succeed beyond what the quality and costs of their own business can
accomplish. Such market intervention is handful to competition and
harmful to consumers. This is a classic flaw associated with what is
known as the "infant industry" Often implemented in the font of tariffs
to protect a fledgling domestic industry from foreign competition, the
"infant industry" rationale encourages policy makers temporarily to
handicap incumbents or offer preferences to their less-experienced rivals
in order to boost the latter's ability to compete and overcome the alleged
advantages of incumbency. There are many pitfalls associated with infant
industry regulations, which cause economists, as a whole, to question
their wisdom in most circumstances. [Id., p. 82]

13
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Effective competition is a valid public policy goal, and need not be inconsistent with the goal of

universal service. Nothing in my testimony suggests that I am in favor of subsidizing new

entrants, or "protecting them from competition, applying rules unequally to them, or otherwise

enhancing their ability to succeed beyond what the quality and costs of their own business can

accomplish."

However, in this industry barriers to entry tend to be very significant -- including

barriers that have been created by, or are perpetuated by, various government policies. Thus, it

is reasonable and appropriate for the Commission to consider whether various policy options

have the effect of either increasing or lowering those barriers. Changes in the structure of the

AUSF or other policy options being considered in this proceeding can and should be evaluated

with respect to whether those changes will encourage or discourage entry into the industry. For

instance, policy changes which reduce the availability of revenues from access charges may

have the effect of reducing the profitability and viability of competitive local exchange carriers

(CLECs). Similarly, policy changes which have the effect of increasing the size of the AUSF

may have the effect of increasing barriers to entry into rural markets - particularly if the AUSF

continues to be effectively available only to the incumbent local exchange carriers. In

recommending that AUSF funding be treated as "portable" support which follows customers,

rather than carriers, so that if a customer "votes with their feet" by changing carriers, AUSF

funding support would shift to the new carrier, I am recommending that the Commission should

try to avoid policies which make it more difficult for new entrants to gain a foothold in the

industry.

23

24 Q. Can you briefly discuss recent competitive trends in the telecommunications industry?

25 The largest single step to opening up the entire industry in general, and the local exchangeA.

14
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1

2

3

4

5

6

7

8 "the hound that didn't bark,"

9

10

11

12

13

14

15

16

17

market in particular, was adoption of the 1996 Telecom Act, in which Congress mandated the

removal of many barriers to competitive entry. This triggered an enormous shift in the

structure, and regulation, of the local exchange market. The 1996 Act established a national

policy in favor of local competition, and it declares invalid all state rules that restrict entry or

otherwise limit competition in telephone service. While the 1996 Act reduced legal barriers to

entry, it was not as effective in removing economic barriers to entry. None of the firms with the

greatest expertise in local telephony ever made any substantial effort to enter any of the local

exchange markets dominated by other incumbent carriers. Like

this absence of significant market penetration is extremely significant, and it strongly suggests

the continued presence of very substantial (albeit not highly visible) barriers to entry. If

competitive entry were as easy as the large incumbent carriers often claimed, (or barriers to

entry were as insubstantial as they claimed), then at least one or two of these carriers would

have started to vigorously compete with each other.

Rather than realizing the vision of numerous small carriers vigorously competing with

each other in each local market, we have instead seen massive industry concentration similar to

that which characterized this industry from the early 1900's until the old Bell System was

broken up by the AT&T divestiture. Wave after wave of mergers have been approved by

18

19

20

21

22

23

24

25

regulators, consolidating many of the Regional Bell Operating Companies, numerous

independent (non-Bell) local exchange carriers, once-independent long distance carriers, and

many of the largest, most innovative competitive carriers. Still other small players were

eliminated from the industry through various bankruptcy filings. This crescendo of mergers

reached its climax when Verizon was allowed to acquire MCI and SBC was allowed to acquire

AT&T. The Verizon acquisition of MCI was particularly noteworthy since MCI had previously

completed a long series of mergers and acquisitions, in which it gobbled up dozens of

competing long distance carriers, internet backbone carriers, and competitive local exchange

15
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1

2

3

4

carriers. As a result of these mergers, AT&T and Verizon control huge portions of the internet

backbone and long distance markets, in addition to large shares of numerous wireline and

wireless markets throughout the country. Yet, neither of these firms has shown much interest in

competing with each other in the traditional basic local exchange market, or in the broadband

5 internet market. The lone exception is wireless, where they do compete aggressively.

6

7 Q- What are the consequences of this industry consolidation?

8

9

10

11

First, this consolidation has directly and indirectly reduced competition in various markets

throughout the country. Second, consolidation allowed some of the largest, most highly

advantaged firms to expand and strengthen their already-dominant position within the industry,

making it even harder, or impossible, for smaller firms in the industry, or new entrants, to

12 compete with these "mega-carriers".

13

14

15

16

17

18

19

20

21

22

23

24

25

Arguably, this long series of mergers has undone much of

the benefits wrought by the 1996 Telecom Act, facilitating a trend toward a more co-operative

or shared oligopoly market structure, in which a relatively small number of firms, led by

Verizon and SBC, dominate specific geographic regions and market segments, while avoiding

to various degrees direct, head-to-head competition in many segments. Third, many of the

firms that had been aggressive, independent participants in the regulatory, legislative and

judicial processes (E.g., AT&T, MCI, WorldCom, Metropolitan Fiber and other firms that were

acquired by MCI) are no longer providing an effective counterbalance to the advocacy efforts of

Verizon and AT&T before the FCC, state legislatures, and state regulatory bodies.

Although the consolidation hasn't been as extreme in the wireless industry, the FCC and

other policy makers have also authorized a massive consolidation of that part of the industry.

Federal officials initiated a policy of widely disbursed spectrum licenses, which initially

encouraged dozens of new entrants into the industry, and ensured that that nearly every major

metropolitan market had half a dozen competing carriers - including some smaller local and

A.
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1

2

regional carriers. Policy makers subsequently approved a series of mergers and acquisitions

which allowed large amounts of spectrum to be concentrated into the hands of a small number

3 of firms that face each other in numerous markets throughout the nation -AT&T, Verizon, T-

4 Mobile, and Sprint-Nextel.

5

6 Q-

7

What about the cable companies? Doesn't their entry into the telecommunications

markets indicate some level of competition?

8 Yes. Cable companies, with their vast networks, are uniquely situated and are an important part

9

10

11

12

13

14

15

16

17

18

19

of the overall competitive picture. However, their success is based upon some unique

circumstances, and not simply the result of reduced barriers to entry. In fact, during the

Triennial Review proceedings earlier this decade, the FCC placed little weight on evidence

concerning telephony services provided over cable television facilities when analyzing barriers

to entry. For example, the FCC stated that a cable company providing local phone service

"provides no evidence that competitors have successfully self-deployed switches as a means to

access the incumbents' local loops, and have overcome the difficulties inherent in the hot cut

process". [FCC Triennial Review Order, 11440]

While government policy has often been designed to encourage entry and effective

competition, not all policy decisions have worked out as intended or expected. As this brief

historical review makes clear, there is good reason to be concerned about the "unintended

20

21

22

23

consequences" of policy changes. I want to be clear that I am not proposing an "infant

industry" approach, which would subsidize inefficient firms, or skew things in favor of smaller

carriers and against the largest firms. Rather, I am simply suggesting that the Commission

ought to think carefully about the potential impact of alterative policy options that are before

24 it. In evaluating the pros and cons of various policy alternatives, the Commission should be

25 cognizant of the potential impact of those alternatives on the policy goal of encouraging

A.

17
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1 effective competition, and it needs to think carefully about the potential effects of its actions

2

3

4

5

6

before implementing drastic changes to existing industry arrangements. Otherwise, changes

that are intended to solve problems in one area may result in worse problems in another area.

The Commission should try to avoid increasing barriers to entry, and it should try to take

proactive steps to design policies which do not favor larger firms over smaller ones, or favor

incumbent firms over new entrants - thereby advancing effective competition as one aspect of

7 its public policy decisions.

8

9 Q. Can you now turn to the reply testimony ofALECA? What issues do you intend to

10 address?

11

12

I would like to briefly respond to ALECA witness Douglas Meredeth's comments regarding cost

trends in the telecommunications industry, and his comments regarding unregulated activities

13 and revenues. With regard to the first issue, Mr. Meredith states:

14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

Although switching costs have fallen with technological advances, the
costs of placing aerial and buried cable and constructing outside plant
structures have increased. Because of lower population densities, cable
and plant costs are also proportionately higher for ALECA's members .
One mile of cable could serve hundreds if not thousands of customer
[Sic.] in Qwest's urban areas. By contrast, one mile of cable may well
serve far fewer than a hundred customers, even as few as one customer
per mile. Dr. Johnson also ignores how competition is eroding revenues.
Like similar incumbent LECs all across the country, ALECA member
companies have lost access lines to competitors (e.g., wireless carriers
and VoIP service providers). At the same time, the high fixed costs of
local telephone service in a specific geography have not fallen as quickly
(if at all) as line losses, thereby tending to raise the cost of access per
line. [Meredith Reply, p. 10]

30

31

I do not dispute the fact that costs are higher than average in rural areas where there are

relatively few customers per mile of cable. However, this testimony doesn't really address the

point I was making, which is that there have been favorable downward cost trends in the

A.

18
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1

2

3

4

5

industry which should not be ignored. Unlike many sectors of the economy, in the

telecommunication industry the cost of many services has declined over time. In more recent

years, one of the most important ways this phenomena has been seen is in the ability to spread

the cost of utility poles and other fixed plant investment across both voice and data traffic. As

internet traffic has grown, the effective cost per unit of information communicated has

6 continued to decline sharply over time. These cost trends should facilitate a downward trend in

costs for the ALECA members.7

8

9 reduced the "real"cost of voice traffic

The ability to use local network facilities for both voice and data purposes has greatly

- although the impact of this favorable trend isn't

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

necessarily fully reflected in the cost data reported for intrastate regulatory purposes, which

doesn't necessarily reflect the full impact of increasing volumes of data traffic. Whether an

incumbent LEC's "actual" costs of voice traffic have been increasing or decreasing over time

will depend in part upon how successfully it has responded to changing technological and

economic conditions. In this regard, it is important to realize that outcome of these trends in the

future may depend, in part, on the regulatory policies and incentives adopted by this

Commission. For instance, if the AUSF were to be greatly expanded, structured in a manner

which makes it exclusively available to the incumbent LECs, this may largely insulate them

from pressures to operate as efficiently as possible, to adopt cost-effective new technologies,

and to improve their work processes. An expanded AUSF, which is not competitively neutral

would make life easier for the owners and managers of the ALECA member firms, but it would

not advance the public interest. A sound approach to the AUSF will provide encouragement and

incentives for the incumbent LECs to cut their costs as much as possible, and to continually

increase their efficiency. Even if there is little actual competitive entry into rural markets, the

threat of potential entry may be an important force pressuring these firms to control their costs,

and take full advantage of favorable technological trends, thereby ensuring that the AUSF does

19
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1 not place an undue burden on urban customers.

2

3

4

5

6

7

8

9

10

11

12

13

Taken to the extreme, a poorly designed high cost support system, would provide the

incumbent LECs with guaranteed 100% recovery of their "actual" costs, no matter how high,

and allow them to indefinitely preserve any excess profits they may currently be generating,

while protecting them from competition, by ensuring that no other firms are allowed to draw

from the AUSF. Even worse, such a poorly designed policy would require retail customers in

urban areas to provide these carriers with full compensation for any lost revenue or margin

which these firms experience when customers reduce their reliance on traditional wireline

service or increase their use of wireless and broadband communications. Clearly, a properly

designed AUSF should not insulate these firms from the pressures that encourage a typical

competitive firm to operate as efficiently as possible, nor should it guarantee these firms will

continue to receive their existing level of revenues and profits, regardless of how high their

current profits, or how little effort they make to control their costs.

14

15 Q.

16

17

Finally, can you respond to Mr. Meredith's comments regarding unregulated activities?

In my direct testimony, I recommended the Commission look closely at how the unregulated

services affected the share of network cost borne by regulated intrastate services. Mr. Meredith

18 replied:

19

20

21

22

23

24

25

[T]he FCC has prescribed elaborate rules for allocating incumbent LEC's
accounting costs between regulated and unregulated activities. 20 CFR
64. ALECA's member companies participating in these proceedings, all
comply with FCC rules. Therefore all nonregulated activities of the
ALECA members have already been removed and should not be a factor
in this proceeding. [ld., p. ll]

26

27

28

I don't find this argument persuasive in the least. The Commission should look into this issue

closely. It should not ignore this issue, or assume the FCC's rules are adequate to deal with the

issues that are relevant to this proceeding, or to assume that this Commission has no say in

A.

20
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I

2

3

4

5

6

7

8

9

10

11

12

13

14

determining the appropriate allocation of costs for intrastate jurisdictional purposes -

particularly in the context of a fair value rate base analysis, or to assume that there are no

ambiguities, or room for interpretation of those rules. A cavalier dismissal of this important

issue is particularly inappropriate when coupled with the ALECA members' opposition to any

font of rate case or regulatory review of their existing earnings.

Some parties are arguing that AUSF increases can appropriately be authorized without

looking closely at the earnings of carriers or the impact of growth in internet access and other

non-jurisdictional services. AUSF (or local rate) increases should not be approved merely

because the rate changes would be "revenue neutral." A policy of "revenue neutrality" is

appealing to coniers, since it protects them from adverse changes in their revenues, but it is not

fair to customers. Revenue neutrality fails to protect customers from bill increases, it fails to

ensure that the public interest is protected, and it is not a sufficient basis for waiving the

requirement that rate changes be accomplished in the context of appropriate findings concerning

fair return on fair value.

15 Preferably, the Commission would consider reductions in access charges in conjunction

16

17

18

19

20

21

22

23

24

25

with individual rate case proceedings, which would allow the Commission to closely examine

all of these issues, including the appropriate allocation of shared network costs to internet

access and other non-regulated services. However, if the Commission were to conclude that

individual rate proceedings would impose too large an administrative burden, and are not

legally required, then it should at least probe into these issues in the context of a future phase of

this proceeding, after collected detailed accounting information from the carriers and providing

an ample opportunity for the parties to conduct detailed discovery concerning that information.

Detailed, carrier-specific fact finding investigation is needed, to ensure that urban customers are

not required to make higher than necessary payments into the AUSF. As part of this on going

investigation, the Commission should look closely at the appropriate allocation of loop costs

21
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1 and other shared network costs to internet access and other unregulated services.

2

3 Q- Does this complete your rejoinder testimony, which was retiled on March 5, 2010?

4 Yes, it does.A.

22
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10
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12

13 Q. Can you briefly summarize your direct testimony?

14

15 A. Yes. I filed both direct and rejoinder testimony. I suggested certain public policy

16

17

18

19

20

21

goals that should guide the Commission's decisions, including universal service, inter-

customer equity, rate continuity, economic efficiency, technological innovation, and

effective competition. I explained potential consequences of transferring cost recovery

responsibility away from switched access charges, including the likelihood of higher bills

for certain users, as well as the potential for increasing the profits of the interexchange

carriers, particularly if they do not pass the full amount of the benefits through to their

customers in Arizona.22

23

24

25

26

I recommend the Commission take a cautious approach, and to make sure that any

changes that are introduced are beneficial to the public interest - not merely to the

corporate interests of certain carriers. Considering the beneficial impact of technological

changes and growth in the use of other services, carriers should have the burden of
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1

2

3

4

5

6

proving they should be provided with replacement revenues if access charges are

reduced. If replacement revenues are necessary, I recommend the Commission consider

expanding the AUSF. Furthermore, if payments from the AUSF are to be significantly

expanded, I recommend examining options for simultaneously expanding the scope of the

fund, to encompass additional carriers and additional services. The focus of an expanded

AUSF should be to provide targeted, portable support for the highest cost areas within the

7 state.

8 Cash subsidies from the fund should be limited to the amounts needed to achieve

9

10

11

12

13

the relevant public policy goals, and payments should be tightly targeted to unusually

high cost areas, with a particular emphasis on low income consumers and other

subscriber groups that would be lost to the network absent the support mechanism. Also,

it would be preferable to ealeulate AUSF payments based on a carrier-neutral benchmark,

rather than basing them on the embedded costs or revenue requirement of the incumbent

14 LECs.

15

16 Q- Can you briefly summarize your rejoinder testimony?

17

18

19

20

21

Yes. In response to Staff witness Wilifred Strand, I explained that there are

practical, logistical and legal issues that would need to be resolved before implementing

any changes to the AUSF. I also explained that the current cap on CLEC federal support

should not preclude adopting a policy of transferability for state universal service

22 support.

23

24

A.

In response to the reply testimony of Verizon witness Don Price, I explained that

using Qwest's access rates to cap rates for other carriers can be problematic, because this
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1 proceeding doesn't include any cost studies or detailed information concerning these

2 rates. Furthermore, Qwest's costs are primarily incurred within the state's urban areas,

3

4

5

whereas the focus of this proceeding is on the State's rural areas. Therefore, whatever

percent share of joint and common costs is being borne by Qwest's intrastate access rates,

a much smaller share of the analogous costs of rural carriers would be borne by those

6

7

same rates if they were to be charged by smaller carriers operating exclusively within the

rural parts of the State.

8

9

10

11

12

In response to the reply testimony of AT8zT witness Debra Aron, I discussed some

important differences between wireline service and "alternatives" such as wireless and

VOiP service. I also discussed the history of judicial and regulatory decisions regarding

the proper recovery of joint and common costs, which helps explain the rationale behind

the current level of switched access charges, and I offered some brief comments about a

13

14

15

16

17

18

19

long series of mergers which ultimately enabled AT&T and Verizon to gain control over

dozens of competing long distance carriers, internet backbone carriers, and competitive

local exchange carriers.

Rather than realizing the vision of numerous small carriers vigorously competing

with each other in individual local markets, we have instead seen massive industry

concentration which is similar to what happened in the early 1900's up and] the Bell

System was broken up in the mid-1980's by the AT&T antitrust case. As a result of these

20

21

22

23

mergers, AT&T and Verizon control huge portions of the internet backbone and long

distance markets, in addition to large shares of various wireline and wireless markets

throughout the country. Yet, neither of these firms has shown much interest in competing

with each other in local voice or internet access markets. The lone exception is wireless,

24 where they do compete aggressively.
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1

2

3

Finally, in response to the reply testimony of ALECA witness Douglas Meredeth,

I explained that the ability to use local network facilities for both voice and data purposes

has greatly reduced the "real"cost of voice traffic, but that impact of this favorable trend

4

5

6

7

8

9

isn't necessarily fully reflected in the cost data reported for intrastate regulatory purposes,

because that data doesn't necessarily reflect the full impact of increasing volumes of data

traffic. The Commission should not rely on mere assurances from ALECA members that

they are following the FCC's rules. This Commission can and should examine these

issues, and consider the proper allocation of costs for intrastate jurisdictional purposes,

before implementing any decisions which have the effect of increasing intrastate rates.



OrbitCom Inc. Responses to RUCO's First Set of Data Requests

RE: Arizona Corporation Commission Review and Possible Revision of Arizona
Universal Service Fund Rules and Investigation of the Cost of Telecommunications

Access

Docket Nos. RT-00000H-97-0137 and T-00000D-00-0672

1.01 Please provide RUCO with all data requests and responses from other parties in
this matter that were served on or after July 20, 2009 forward. Please note that this is
an on-going request and should be updated accordingly.

Response: None

1.02 Has the Company entered into any contracts with any INC including, but not
limited to, AT&T providing for intrastate switched access rates that are below the tariff
rates on file with the Commission?

Response: OrbitCom had a previous agreement with AT8<T which was effective
on 01-01-2004. This Agreement was terminated by OrbitCom on 08-
02-2007.

1.03 Please provide copies of all contracts entered into with AT&T for intrastate
switched access service over the past two years.

Response: None

1.04 For each contract provided for in number three, please provide a copy of the tariff
on file with the Commission that governs the rates charged for switched access with
AT&T.

Response: N/A

1.05 Is this practice of pricing below the tariff rate widespread across the states as
alleged by Qwest in their filing before the Commission requesting an
investigation into this matter?

Response: The only company that has tried to force OrbitCom into agreements
other than tariffed rates is AT&T. They do this by refusing to pay the
tariffed rates until a smaller company such as OrbitCom is "starved"
into submission. When they do this, they do it in all states.

1.06 If the Company is charging rates other than authorized by the governing tariff,
please provide the legal basis for doing the same.

EXHIBIT
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Response: OrbitCom strongly believes in the Filed Rate Doctrine and believes it
would be improper to charge some companies less than its M M
rates. Therefore, no company is being charged less than the tariffed
rates.

1.07 If the Company is charging anything other than the tariff rate, is the Company
extending the same rates charged in any of its intrastate switched access
contracts with ATaT to other loc's?

Response: N/A

1.08 Has the Company discriminated in its intrastate switched access priding in any

manner in the rates it charges Inc's? If so, explain.

Response: No, every loc is treated and charged the exact same tarifiied rates.

1.09 Is there an investigation regarding the same or similar allegations against the
Company in any other state? If so please provide the name of the state, the
body that is doing the investigation, the case or docket number, and the present
status cf the case. Pease provide copies of any depositions, testimony, and
decisions made in the investigation.

Response No, there is not.

Dated this <5 day of August, 2009.

"
OrbitCom, Eric.
By; Patrick J Master
Senior Attorney
1701 N Louise Ave.
Sioux Falls, SD 571 DO

M '
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1

r

1

2

3 Testimony of Douglas Garrett

4

5 Q- WHAT IS YOUR NAME AND WHAT IS YOUR BUSINESS ADDRESS?

6 A. My name is Douglas Garret t ,  2200 Powell Street ,  Suite 1035, Emeryville,  CA

94608.7

8 Q- BY WHO ARE YOU EMPLOYED AND IN WHAT POSITION?

9

10

11

12

I am employed by Cox Communicat ions, Inc. as Vice President  of Regulatory

Affairs for the Western Region of Cox's telephony operations. I am responsible

for regulatory issues that  affect  Cox Arizona Telcom, LLC ("Cox") and Cox

telephone service in five other Western states .

13 Q- WHAT IS YOUR BACKGROUND AND EXPERIENCE?

4

15

16

17

18

19

20

21

22

23 I

24

25

I have been employed in my current capacity by Cox since 2001. Prior to that I

was  emplo yed  by No r t hPo int  Co mmunica t io ns  as  Vice  P res ident  Service

Provisioning and Vice President Local Exchange Carrier Relations. My responsi-

bilit ies included managing all operational and customer service issues related to

the company's broadband provisioning. I  was also  responsible for managing

interconnection agreements with incumbent telephone companies, including the

provisioning o f cent ral o ffice co llocat ion and unbundled network element .

Previous to North Point, I served as Vice President, State Regulatory Affairs for

ICE Communications, a facilities-based CLEC based in Denver, Colorado. From

1973 to 1998, was employed by Pacific Bell and SBC Communicat ions in a

variety of capacit ies,  including network operat ions,  market ing,  and financial

management. I was Executive Director, Local Interconnection for Pacific Bell at

Direct Testimony of Douglas Garrett (Cox)

Docket No.RT-00000H-97-0137

Docket No. T-00000D-00_0672

December I, 2009
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1

2

3

the time the company negotiated and implemented its first round of inter-

connection agreements under the Telecommunications Act of 1996. I have a

Bachelor's degree in Management from St. Mary's College of California.

4 Q~ MR. GARRETT, WOULD YOU SUMMARIZE YOUR TESTIMONY?

5

6

7

8

9

10

11

12

A. Cox has consistently advocated for Arizona to await federal action related

to access and intercarrier compensation reform. The FCC has been wrestling with

Intercamer Compensation issues and based on the recent action taken by the FCC

as part of the National Broadband Plan, these issues are important to finally

address comprehensively as part of the FCC's report to Congress in February

20101. Moving forward with state action at this time is still premature for either

ILE Cs or CLECs since it will exhaust limited resources coming up with a specific

state plan that ultimately will need to be reconciled with the federal regime.

13

4

15

16

17

18

19

20

21

However, should the Commission decide to move forward with access reform at

this time, and decide that CLEC rates are to be included in that plan, Cox believes

that any such plan should allow for variations in rate structure from ILEC access

rates, allow reasonable variations in rates for each camlet, and most importantly,

allow for a appropriate period to transition to new rates. Specifically, the

Commission should (i) allow CLECs to adopt access rates that are higher than the

ALEC's rates and (ii) provide CLECs a sufficient amount of time to reduce access

charges and modify their business plans, assuming intrastate access charges are to

be reduced..

1 Public Notice, DA 09-2419, Comment sought on the role of the Universal Service Fund and
in terea rrier compensation in the National Broadband Plan,Nov. 13, 2009.
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1

2

3

4

5

6

7

CLECs such as Cox have made substantial investments in Arizona to provide

sustainable facilities-based competition that has brought tremendous benefits to

Arizona consumers in both choice and quality of services, and reduced rates due to

vigorous competition. Access revenues are an important part of CLEC business

plans, and the Commission should be careful not to cut one of the legs out from

under the surviving CLECs based on the requests of IXCs whose rates the

Commission effectively no longer controls.

B

9

10

11

12

13

14

5

16

17

18

19

20

21

The Commission needs to ask itself: Will a reduction in access charges have a

beneficial impact on Arizona consumers? There has already been a shift in

consumer behavior to other forms of communication such as wireless and/or VoIP

technology. Access lines and minutes of use are on a steady downward track.

Access charges historically have been used to maintain the cost of the coniers'

network. Because of the migration toward other communication methods, there

are now fewer customers to cover the cost of the network. Consumers will

ultimately pay higher rates in order to maintain their networks - even without any

access charge reductions. Reducing access charges will only exacerbate the

dilemma of maintaining a competitive network. Although reductions in access

revenue for price cap ILE Cs and CLECs can be mitigated by a combination of

increases in FCC-authorized Subscriber Line Charge ("SLC") and other end user

rates, consumers will end up paying more while IXCs reap the benefits of the

access charge reductions.

22

23

24

Finally, there is no effective mechanism to ensure that IXCs will pass any access

charge reductions on to consumers. Without such a guarantee, access charge

reform is rendered meaningless.

25

Direct Testimony of Douglas Garrett (Cox)
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1 Q-

2

SHOULD THE COMMISSION PROCEED WITH ACCESS CHARGE

REFORMNOW?

3 A.

4

5

6

7

8

9

10

11

12

13

14

.5

16

17

18

19

20

21

22

23

24

25

26

Cox has advocated that the Commission wait and delay any intrastate access

charge reform until the FCC conducts its review and reform of access charges.

The FCC clearly has Intercarrier Compensation on its agenda for 2010 and action

within this docket is expected to take place under the new FCC. There is no

urgency to proceed with this docket ahead of a new national framework. By

conducting a state specific docket, the Commission risks adopting a plan that does

not parallel the federal scheme, resulting with the expense of time and resources by

the parties that will ultimately have to go back and modify any adopted state plan

to mirror the federal framework. This does not appear to be the best use of scarce

resources of the participants, including Commission staff, at this time.

Additionally, Cox does not believe iris good public policy to implement access

reform at the state level in isolation without a national federal reform framework.

One of the most pressing problems in intercarrier compensation is the active

arbitrage by some coniers between interstate access, intrastate access and

reciprocal compensation. Only by rationalizing rates under a national framework

can this arbitrage be curtailed over time. Changing rates in one jurisdiction will

likely have no effect on the rates Arizona consumers pay, and will only serve to

encourage the arbitrageurs to shift strategy to account for any lower rates available.

The Commission should also carefully weigh the consequences, both for Arizona

consumers and for telephone competition in the state of adjusting access rates

down for all carriers, yet allowing only some class(es) of carrier to recover "lost"

revenue from the Arizona Universal Service Fund. Such an approach will

inevitably distort competition, and risks considerably higher USF surcharges paid

by Arizona consumers in return for little or no reduction in long distance charges

Direct Testimony of Douglas Garrett (Cox)

Docket No.RT-00000H-97-0 l37

Docket No. T-00000D-00-0672

December 1, 2009
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by IXCs.

Q- WHY IS IT BETTER TO AWAIT A NATIONAL FRAMEWORK ON

ACCESS REFORM?3

4 A.

5

6

7

8

9

10

11

12

13

4

15

16

17

18

19

Any reductions in intrastate access rates are best addressed utilizing a national

framework for such reductions. The only viable way to address access reform is

on a national scale by "re-drawing" the framework and provide sustainable new

ways of both establishing what services and customers still need support, and how

to rationalize the system of charges and payments so that it is both fair and

affordable. The direction the FCC sets for interstate access charges, intercarrier

compensation, subscriber line charges and forward-looking federal USF support

will swamp any state specific attempts to reform the system piecemeal. This type

of reform cannot be successful on a state-by-state basis, especially with the

development of new forms of competition (e.g.VoIP) and the growing breakdown

of traditional jurisdictional lines that used to neatly determine the jurisdiction of a

call using telephone numbers. The now widespread practice of assigning

telephone numbers to consumers from their choice of area codes, rather than the

available codes where they live or work is but one example of why state-specific

reform is bound to be frustrated outside of a national restructuring of intercarrier

compensation and universal service support.

20

21

22

23

24

25

In addition, absent overall federal refonn, the problem of arbitrage between

carriers is an ever present problem that will persist. Many carriers have made

decisions based on a business model that includes arbitrage in order to reduce the

amount paid to other coniers, or to stimulate the amounts they receive from other

providers. As more and more local exchange carriers' costs go in-recovered or

payments to others from "access stimulation" grow, arbitrage of different rates

Direct Testimony of Douglas Garrett (Cox)
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4'

2

remains a big problem. Having a national framework plan established by the FCC

will reduce and over time potentially eliminate this business practice.

3 Q.

4

5

DOES COX HAVE A POSITION AT THIS TIME ON THE SPECIFIC

QUESTIONS RAISED IN THE PROCEDURAL ORDER OF SEPTEMBER

29, 2009 IN THIS DOCKET?

6

7

8

9

10

Yes. Although Cox has described above the reasons that the ACC should wait for

the FCC to initiate comprehensive reforms, that does not preclude it providing

suggestions or views on some of the questions raised in the Procedural Order. Cox

may provide additional testimony in response to particular positions or proposals

set forth in the opening testimony of other parties or Staff and RUCO.

11 Q. 1. What carriers should be covered by access reform?

12

3

14

15

16

17

18

19

20

21

22

In order to be effective, any plan that addresses access refonn should cover all

carriers eventually. Based on the statements of other providers, Cox believes that,

should the ACC undertake reforms before a new national framework is adopted,

the Commission should address rural ILE Cs first and then address large ILE Cs and

CLECs in a later stage of this proceeding. Rural carriers state they are under the

most pressure from loss of current intrastate access revenues, and thus addressing

this segment first would prioritize the timing of those concerns over other carriers

and be a more beneficial use of Commission resources. Rural providers have

different issues and concerns than CLECs and mixing the two may delay

appropriate reform for rural access charges. Any Rulemaking could provide shorter

timelines for rural carriers than for CLECs.

23 Q~ 2. To what target level should access rates be reduced?
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1

2

3

4

5

6

7

Cox believes that over a relatively long period, e.g. ten years, access rates - and all

intercarrier compensation rates .- should be unified and reduced to zero or "bill and

keep." However, this will require coordinated national reform to achieve. For

interim reform at an individual state level, Cox believes that CLECs require

flexibility in the short run to ensure that business models can evolve and

competition can continue. Cox will comment further based on any more specific

proposals of other parties in the opening rounds of testimony.

8 Q,

9

3. What procedures should the Commission implement to achieve the desired

reduction in access rates?

10 A.

11

As described in my testimony above, assuming the Commission concludes there

will be actual benefits to local consumers from state access charge reform at this

12 time, the Commission should, under a new national framework, use measured

13

4

15

16

17

reductions in access rates, timed with measured increases in end user rates to

achieve most of the reductions desired. For some rural carriers, use of benchmarks

for local service rates and transitional subsidy support may be necessary where

adjusting recovery of all access revenues from end users will make local service

rates unaffordable.

18 Q- 4. Should carriers be permitted to contract for access rates that differ from

their tariffed rates?19

20

21

22

23

Yes, if their tariff contemplates such arrangements. Cox's Arizona access tariff

(Section 6.1) contains such a clause. As long as there is no discrimination between

similarly situated access customers of a given canter, this practice should be

permitted.
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1 Q- 5. What revenue sources should be made available to carriers to compensate

for the loss of access revenues?

3 A.

4

5

6

7

8

9

10

As described earlier in my testimony, price cap ILE Cs and CLECs should be able

to recover lost access revenues through a combination of SLC increases and other

end user rates, which the Commission should approve up to a "revenue neutral"

level. Rural ILE Cs operating on rate-of-return regulation may need additional

transitional USF support after availing themselves of SLC increases, rate increases

and the application of benchmark national rate levels. This transitional support

should sunset after no more than five years and be used only where the

combination of other measures would otherwise push basic telephone service rates

above affordable levels.

12 Q-

13

6. How much of access cost recovery, if any, should be shifted to end users"

What showing should be required for such a shift? What should be the role

of "benchmark" rates and how should benchmarks be set?

15

16

17

18

19

20

See the discussion in my earlier testimony and in the answer to question 5 above.

The showing required for approval of increased rates should be limited to a

demonstration of access revenues before any ordered rate reductions in the most

recent three to six month period. Because of changes in consumer behavior that

have resulted in accelerating wireline losses by LECs, use of older data would

result in "overcompensating" for the reduced access charges.

21 Q

22

7. Procedurally what will be required of a carrier if it seeks a "revenue

neutral" increase in local rates?

23 See my testimony in number 6 above.
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1 Q-

2

3

4

8. Assuming that AUSF funds will also be used as a compensating revenue

source, what specific revisions (including specific recommended amendment

language) to the existing rules are needed to allow use of AUSF funds for that

purpose?

5 A.

6

7

8

9

10

11

Cox does not have any specific proposed revisions to the AUSF rules. As a matter

of policy, however, AUSF funds should only be available to rate-of-retum rural

ILE Cs where increases to end user rates in total will push basic service rate levels

above national benchmark levels and make service "unaffordable" and the AUSF

rules should ensure that level of proof before a carrier is entitled to AUSF

compensation. Cox may provide further comment in response to proposals set

forth in the opening testimony of the other parties.

12 Q. 9. Which carriers should be eligible for AUSF support?

13

4

A.

15

See my response to number 8 above. Price cap ILE Cs and CLECs should not need

AUSF support if the Commission approves "revenue neutral" rates increases in

combination with increased SLC charges.

16 Q-

17

18

10. What should be supported by AUSF? Access replacement only? High cost

loops? Line extensions? Centralized administration and automatic enrollment

for Lifeline and Link-up?

19

20

21

Cox does not take a position on what policy goals should be supported through

AUSF subsidies. However, Cox may provide further comment in response to

proposals set forth in the opening testimony of the other parties .

22 Q-

23

11. What should be the basis of AUSF contributions and what should be the

structure of any AUSF surcharge(s)"
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1

2

3

4

5

6

AUSF surcharges should be based on intrastate local lines with some mechanism

for INC contributions (given that IXCs may not have local lines in Arizona but

derive benefits from using those lines), and should ultimately mirror the adopted

national framework in the FCC's proceeding cited in the introduction to my

testimony. Cox may provide further comment in response to proposals set forth in

the opening testimony of the other parties.

7 Q. 12 Any other specific revisions to the AUSF rules.

8

9

10

11

12

13

15

Cox does not have any specific revisions at this time. However, any proposal or

revisions would need to be done through a fontal Rulemaking process. All parties

should have the opportunity to participate and comment on any draft revisions or

proposals. Proposed rule revisions should allow for any interested party the

opportunity to be engaged to voice their specific concerns since any newly adopted

rules will have an impact to their business. Having an open rule making docket

will ensure a fair and participatory process. Cox may provide further comment in

response to proposals set forth in the opening testimony of the other parties .

16

17 Q- DOES THAT CONCLUDE YOUR TESTIMONY, MR. GARRETT?

18 Yes, it does.
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1 Q.

2

Are you the same Douglas Garrett who submitted direct testimony in this matter on

behalf of Cox Arizona Telcom, LLC ("Cox")?

3 Yes.

4

5 Q. What is the purpose of your testimony?

6

7

I have read the testimony filed by the parties in this case and wish to respond to issues that

have been not been fully addressed and issues raised by Commission Staff in their direct

8 testimony.

9

10 1. SUMMARY OF TESTIMONY.

.A
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12 Q. Mr. Garrett, would you summarize your testimony?
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16

17

18

19

20

Cox has been active in these dockets since their inception and has focused its comments on

the need for Arizona to await federal action related to access and intercarrier compensation

reform. Now more than ever, it appears that federal reform is on the horizon and taking

state action on these complex issues does not appear to be the best utilization of the parties'

time and the Commission's limited resources. That said, if the Commission continues to

proceed with Arizona-specific access reform in advance of a new national framework, it is

critical to consider all consequences of that reform to ensure a fair and timely transition to

the Commission's stated goals. For example, Cox believes that any state plan needs to

allow for variations in CLEC access rate structure from ILEC access structure and to allow21

22 reasonable variations in CLEC rates from ILEC rates.

23

24

25

26

In addition to the reform issues, while Cox agrees with Staffs position on permitting off-

tariff pricing related to switched access service and does not oppose Staffs

recommendation that future switched access service agreements with IXCs or other

27 providers should be filed at the Commission" Cox would request that when such

A.

A.

A.

2
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1 agreements are tiled, the parties should be permitted to redact certain infonnation that

should remain confidential.2

3

4 Q- Does Staff's direct testimony capture all of the issues raised by parties regarding

intrastate switched access reform?5

6

7

8

9

10

U
>-I
g-,

11

9
12

13

14
Q

15

No. Although Staff acknowledges that the Federal Communications Commission ("FCC")

has an open docket to address intercarrier compensation on a comprehensive basis, Staff

has not identified any urgent need for the Commission to take action at this time. As Cox

has discussed throughout these proceedings, intrastate access reform is but one component

of an overall plan that the FCC will be addressing. The risk of intrastate access reform at

the state level is that it may not parallel the expected reform of the federal framework,

requiring the Commission and the parties to commit additional resources in the near fixture

to evaluate and establish a new record to make the necessary modifications to decisions

made here. Forging ahead prior to FCC reform will result in significant and potentially

unnecessary time and cost to the parties.
m
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However, if the Commission decides to proceed ahead with this docket, there are several

key issues that should be either addressed or clarified. Commission Staff did address

numerous issues related to reducing their intrastate switched access rates down to Qwest's

current intrastate rate, but did not address some other key issues that are important to

CLECs such as Cox.21

22

23 Q- What key issues were missing from Staff's January 8, 2010 Direct Testimony?

24

25

26

27

The vast majority of Staff's testimony focused on the rural ILE Cs. Staffs discussion of

CLEC intrastate access rates was fairly terse. As a result, there was little if any discussion

of: (i) a potential transition period for CLECs (even though this issue was raised by parties

in the initial round of testimony), (ii) mechanisms and procedures for CLECs to recoup lost

A.

A.

3
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1 revenues, (iii) potential opportunities and procedures for CLECs to have intrastate access

rates above the incumbent LEC rate.2

3

4 Q- Should there be a transition period for any required reduction in CLEC intrastate

5 access rates?

6 Yes. Although Staffs direct testimony did recommend a CLEC cap at the incumbent

7

8

9

10
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LEC's access rates, which will lead to reductions in CLEC access rates, Staff did not

address any transition plan for such reductions. If such a recommendation is adopted, Cox

and other CLECs should have the ability to transition their intrastate access rates to the

capped rate over a period of time as the FCC permitted when it capped CLEC interstate

access rates, and as other states have permitted when deciding to cap intrastate access rates.

In addition, although Staff believes that these proceedings should include ALECA

members and CLECs, Staff does not provide any reasons why rural carriers should not be

addressed first with CLECs being addressed at a later time. Since rural carrier access rates

affect Arizona USF funding (particularly under Staff' s proposals) and CLEC rates do not, it

would seem logical to address the rural provider access rates first.

17

18 Q. Is a transitional period to reduce intrastate access rates a good idea?

19

20

21

22

23

24

25

26

Yes. Having a sufficient period of time in which the access rate reduction would take place

would enable Cox and other CLECs to put in place business plans in order to offset such

reductions. The transitional period should be over an appropriate period of time (i.e. two

to three years) for carriers to modify their business plans, to allow existing contracts to run

their course and to provide CLECs time to seek out other services by which they could

adjust other rates to result in a "revenue neutral" manner. CLECs such as Cox need to

have the ability to recover any lost access revenue through increases from other services

during the specific transition period. Such a transitional plan is essential to any reduction

27
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1

2

of intrastate access charge reform, and is consistent with the approach taken by the FCC

and other states that have taken action in this area

3

4 Q.

5

Should any access charge reform include mechanisms and procedures to facilitate

recovery of lost access revenues from other sources?

6

7

8

9

10

Yes. It may be easy to say that CLECs can increase revenues elsewhere, but there are

existing hurdles that preclude or inhibit increasing revenues. Those barriers should be

addressed in any comprehensive access reform. This is particularly important for CLECs

because they will not have access to high cost support under the AUSF, even with the

potential modifications to the AUSF recommended by Staff.
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Q. Can Cox freely raise other rates to offset any required intrastate access reductions?
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No, at least not as rates are currently administered under the Commission's mies. Cox's

rates in its tariffs are essentially "capped" at this time because there are maximum rates

established in the tariffs. In submitting its initial tariffs, Cox did not include a maximum
n:m
o
z 16 rate that was two or three times higher than its initial offered rate

17

unlike many other

CLECs. Therefore, although Cox in theory has the flexibility to raise rates up to the

18

19

20

21

allowable maximum rates without future Commission action, Cox is already charging the

maximum rate for many of Cox's services. It has been Cox's experience that raising

maximum rates in its tariff is often a slow and difficult process. This process suggests the

need for both a transition period and for some allowance for increasing maximum rates in a

22 timely manner.

23

24

25

26

If Cox's intrastate access rates are to be reduced, Cox needs the ability and authority to

timely raise maximum rates to compensate it for the loss of access revenue. A provision in

any type of access reform must penni carriers like Cox to increase the maximum rates

27
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1

2

currently in its approved tariff should any mandated reduction in intrastate access be

approved, at least to levels necessary to recover the lost revenues.

3

4 Q. Should CLECS be forced to match the ILECS intrastate rate in all instances?

5 No. Cox disagrees that all CLECs be absolutely required to reduce intrastate access rates

6

7

8

9

10
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17

18

19

20

down to Qwest's or other incumbent LECs current intrastate access rate. While Staff

recommends generally that CLECs rates be capped at the incumbent LECs intrastate rate,

Staff did not address in any detail a streamlined process by which CLECs could obtain

intrastate access rates that vary in structure and that could be set at a reasonable level above

the ALEC's rate. As I discussed in my direct testimony, the California Public Utilities

Commission adopted a CLEC rate cap at the ILEC rate 10%, with a transition plan of

more than one year to reach that rate (see CPUC D07-12-020, adopted December 10,

2007). Although Staff offers up the potential for a carrier to file infonnation demonstrating

that it experiences higher costs of providing switch access services than the ALEC's in hope

of getting a higher rate, that option would be a resource intensive and lengthy option that is

not practical for many CLECs. However, setting a cap with flexibility to establish rates

modestly above the ILEC would recognize the differences in CLEC networks and costs,

while avoiding the costly and likely contentious examination of individual CLEC costs.

Allowing modes of rate variation will also reduce the effect of switched access reform on

retail rates paid by Arizona consumers.

21

22

23

24

25

26

As mentioned in my previous testimony, CLECs such as Cox have made substantial

investments in Arizona to provide sustainable facilities-based competition that has brought

tremendous benefits to Arizona consumers in both choice and quality of services, and

reduced rates due to vigorous competition. Access revenues are very much an important

part of CLEC business plans and caution needs to be exercised to ensure that a viable

CLEC market continues.27
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1 Q. Should CLEC intrastate access rates be included in this phase of access reform?

2

3

4
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No. In fact, attempting to include CLECs within this access rate reform proceeding at this

time only complicates matters and would delay even further the real need for reductions in

access rates of rural carriers. Rural carriers are under the most pressure from intrastate

access revenue losses and should be addressed first within these proceedings. Once their

issues and concerns, which differ from the CLECs, have been appropriately addressed, then

the CLECs' rates could come under review. Many of the rural carriers who are party to

these proceedings are looking at recovering some lost access revenue from the AUSF.

These issues must be analyzed b y  S t a f f  t o ensure that carriers are not over burdening the

AUSF and that surcharges remain fair and affordable for Arizona telephone subscribers.

The appropriate way to address these complex issues is to look at the rural ILE Cs first by

reviewing their rate structures to ensure that rate re-balancing results in relief for the rural

carriers on access revenue, but does not in-duly enlarge the AUSF to the point where

surcharges paid by non-rural telephone subscribers becomes an unfair burden. Indeed, the

reform issues for rural ILE Cs, including the interplay with the AUSF, was the focus of the
m
m
O
84 16 Staff testimony.

17

18

19

20

21

Lumping in all carriers at the same time is less efficient due to differing issues and needs of

the respective carriers' business. COX suggests that if the Commission proceeds with this

docket without waiting for federal guidance, that meal ILECS be addressed first, followed

by the larger ILE Cs and then CLECs in later stages of this proceeding.

22

23 Q. Does Cox agree with Staffs position related to CLECS being able to contract for

access rates that differ from their tariffed rates?24

25 A. While Cox does not oppose Staffs recommendation that future switched access service

26

27

agreements with IXCs or other providers should be filed at the Commission, additional

clarity surrounding the confidentiality of certain sensitive information in any agreements is

A.
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1

2

3

4

5

6

7

8

9

10

needed. As Cox stated in its direct testimony, Cox's Arizona access tariff (Section 6.1)

already contains a clause that allows such agreements, subject to no unreasonable

discrimination for similarly situated customers. However, filing such agreements should

permit the redaction of customer infonnation and the actual dollar amounts of the contract,

as will as any specific service addresses and any non-jurisdictional services that may be

included in the agreement. The essential terms of such agreements can be filed publicly to

ensure no discrimination among similarly situated customers, thus allowing a similarly

situated provider to lead of the existence of agreements. The Commission could also

specifically require that the terms of any such agreements for Arizona off-tariff rates be

made available to IXCs upon request and after execution of appropriate non-disclosure

U
-1
D-1

11 agreements.

12

13 Q- Does that conclude your testimony, Mr. Garrett?

14 Yes, it does.
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AMERICA'S PLAN EXECUTIVE SUMMARY
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EXECUTIVE SUMMARY

Broadband networks only create value to consumers and
businesses when they are used in conjunction with broadbamd-
capable devices to deliver useful applications and content. To
fulfill Congress's mandate, the plan seeks to ensure that the entire
broadband ecosystem-networks, devices, content and applica-
tions-is healthy It makes recommendations to the FCC, the
Executive Branch, Congress and state and local governments.

The Plan

\
c

Broadband is the great infrastructure challenge of the early
21st century.

Like electricity a century ago, broadband is a foundation
for economic growth, job creation, global competitiveness and
a better way of life. It isenabling entirenew industries and
unlocldng vast new possibilities for existing ones. It is changing
how we educate children, deliver health care, manage energy,
ensure public safety, engage government, and access, organize
and disseminate knowledge.

Fueled primarily by private sector investment and innova-
tion, the American broadband ecosystem has evolved rapidly.
The number ofAmericans who have broadband at home has
grown from eight million in 2000 tonearly 200 million last
year. Increasingly capable fixed and mobile networks allow
Americans to access a growing number of valuable applications
through innovative devices.

But broadband in America is not all it needs to be.
Approximately 100 million Americans do not have broadband
at home. Broadband-enabled health information technology
(IT) can improve care and lower costs by hundreds ofbillions
of dollars in the coming decades, yet the United States is behind
many advanced countries in the adoption of such technology
Broadband can provide teachers with tools that allow students
to learn the same course material in half the time, but there is a
dearth ofeasily accessible digital educational content required
for such opportunities. Abroadband-enabled Smart Grid could
increase energy independence and efficiency, but much of the data
required to capture these benefits are inaccessible to consumers,
businesses and entrepreneurs. And nearly a decade after 9/11, our
first responders still lack a nationwide public safety mobile broad-
band communications network, even though such a network could
improve emergency response and homeland security

Government can influence the broadband ecosystemin four ways:
1. Design policies-to ensure robust competition and, as a

result maximize consumer welfare, innovation and
investment.

2. Ensure efficient allocation and management of assets
government controls or influences, such as spectrum, poles,
and rights-of-way, to encourage network upgrades and com-
petitive entry

3. Reform current universal service mechanisms to support
deployment of broadband and voice. in high-cost areas; and
ensurethat low-income Americans can afford broadband;
and in addition, support efforts to boost adoption and
utilization.

4. Reform laws, policies, standards and incentives to maxi-
mize the benefits of broadband in sectors government influ-
ences significantly, such as public education, health care
and government operations.

/
4
`\_

Fulfilling the Congressional Mandate
In early 2009, Congress directed the Federal Communications
Commission (FCC) to develop a National Broadband Plan to
ensure every American has "access to broadband capability."
Congiress also required that this plan include a detailedstrategy
for achieving affordability and maximizing use of broadband to
advance "consumer welfare, ciwn'c participation, public safety and
homeland security, community development, health care deliv-
eric energy independence and efficiency education, employee
training, private sector investment, entrepreneurial activity job
creation and economic growth, and other national purposes."

1. Establishing competition polices. Policymakers, including
the FCC, have a broad set of tools to protect and encour-
age competition in the markets that make up the broadband
ecosystem: network services, devices, applications and content.
The plan contains multiple recommendations that will foster
competition across the ecosystem. They include the following:
> Collect, analyze, benchmark and publish detailed,

market-by-market information on broadband pric-
ing and competition, which will likely have direct impact
on competitive behavior (e.g., through benchmarking of
pricing across geographic markets). Tllislwill also enable
the FCC and other agencies to apply appropriate remedies
when competition is lacking in specific geographies or
market segments. .

> Develop disclosure remrirements for broadband service
providers to ensure consumers have the pricing and perfor-
mance information they need to choose the best broadband

Fl§.IJ.ERAL COM MUN!CATIONS 1_'()3\1MISSION I
I NATFONAL BROADBAND PLAN x i
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2. Ensuring efficient allocation and use of government-
owned and government-influenced assets. Government
establishes policies for the use of spectrum and oversees access
to poles, conduits, rooftops and rights -of-way, which are used
in the deployment of broadband networks. Government also
finances a large number of infrastructure projects. Ensuring
these assets and resourcesare allocated and managed efli-
ciently can encourage deployment of broadband infrastructure
and lower barriers to competitive entry The plan contains a
number ofrecommendations to accomplish these goals. They
include the following:

Spectrum is a major input for providers of broadband
service. Currently, the FCC has only 50 megahertz in inven-

. tory just a fraction of the amount that will be necessary
to match growing demand. More efficient allocation and
assignment of spectrum will reduce deployment costs, drive

>

offers in the market. Increased transparency will incept
service providers to compete for customers on the basis of
actual performance.
Undertake a comprehensive review of wholesale compe-
tition rules to help ensure competition in fixed and mobile
broadband services.
Free up and allocate additional spectrum for unlicensed
use, fostering ongoing innovation and competitive entry.
Update rules for wireless backhaul spectrum to increase
capacity in urban areas and range in rural areas.
Expedite action on data roaming to determine how best
to achieve wide, seamless and competitive coverage, en-
courage mobile broadband providers to construct and build
networks, and promote entry and competition.
ChaNge rules to ensure a competitive and innovative
video set-top box market, to be consistent with Section
629 of the Telecommunications Act. The Actsays that the
FCC should ensure that its rules achieve a competitive
market in video "navigation devices," or set~top boxes-the
devices consumers use to access much of the video they
watch today.
Clarify the Congressional mandate allowing state and
local entities to provide broadband in their commu-
nities and do so in ways that use public resources more
effectively.
Clarify the relationship between users and their online
profiles to enable continued innovation and competi-
tion in applications and ensure consumer privacy,
including the obligations of Earns collecting personal
information to allow consumers to low what information
is being collected, consent to such collection, correct it if
necessary and control disclosure of such personal informa-
tion to third parties.

>

investment and benefit consumers through better perfor-
mance and lower prices. The recommendations on spec-
trum policy include the following:
> Make 500 megahertz of spectrum newly available

for broadband within 10 years, ofwhich 300 megahertz
should be made available for mobile use within five
years.

> Enable incentives and mechanisms to repurpose
spectrum to more flexible uses. Mechanisms include
incentive auctions, which allow auction proceeds to be
shared in an equitable manner with current licensees
as market demands change. These would benefit both
spectrum holders and the American public. The public
could benefit from additional spectrum for high-de-
mand uses and from new auction revenues. IncuNibents,
meanwhile, could recognize a portion of the value of en-
abling new uses of spectrum. For example, this would al-
lcvw the FCC to share auction proceeds with broadcast-
ers who voluntarily agree to use technology to continue
traditional broadcast services with less spectrum.

> Ensure greater transparency of spectrum allocation,
assignment and use through an FCC-created spectrum
dashboard to foster an efficient secondary market.

> Expand opportunities for innovative spectrum ac-
cess models by creating new averiues for opportunistic
and unlicensed use of spectrum and increasing research
into new spectrum technologies.

Infrastructure such as poles, conduits, rooftops and rights-
of-way play an important role in the economics of broad-
band networks. Ensuring service providers can access these
resources efficiently and at fair prices can drive upgrades
and facilitate competitive entry. In addition, testbeds can
drive innovation of next-generation applications and, ulti-
mately, may promote infrastructure deployment. Recom-
mendations to optimize infrastructure use include:
> Establish low and more uniform rental rates for ac-

cess to poles, and simplify and expedite the process for
service providers to attach facilities to poles.

> Improve rights-of-way management for cost and
time savings, promote use of federal facilities for
broadband, expedite resolution of disputes and identify
and establish "best practices" guidelines for rights~of-
way policies and fee practices that are consistent with
broadband deployment.

> Facilitate efficient new infrastructure construction,
including through "dig-once" policies that would make
federal financing of highway, road and bridge projects
contingent on states and localities allowing joint de-
ployment of broadband infrastructure.
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> Provide ultra-high-speed broadband connecti\n'ty to
select U.S. Department of Defenseinstallationsto
enable the development of next-generation broadband
applications for military personnel and dieir families
living on base.

>

>

Expand the Lifelineand Link-Up programsby allowing
subsidies provided to low-income Americans to be used
for broadband.
> Consider licensing a block of spectrum with a condi-

tion to offer free or low-cost servicedirt would create
affordable alternatives for consumers, reducing the
burden onUSE

Ensure every American has the opportunity to become
digitally literate.

Launch a National Digital Literacy Corps toorganize
and trainyouthand adults to teach digital literacy skills
and enableprivate sector programs addressed at break~
in adoption barriers.

>

g

3. Creating incentives for universal availability and adop-
tion of broadband. Three elements must be in place to
ensure all Americans have the opportunity to reap the benefits
of broadband. All Americans should have access to broad-
band service wide sufficient capabilities, all should be able
to afford broadband and all should have the opportunity to
develop digital literacy skills to take advantage of broadband.
Recommendations to promote universal broadbaNd deploy-
ment and adoption include the following:
> Ensure universal access to broadband network services.

> Create the Connect Amen'ca Fund (CAF) to support
the provision of affordable broadband and voice with
at least 4 Mbpsactual download speeds and shift up to
$15.5 billion over the next decade from the existing Uni-
versal Service Fund (USF) program to support broad-
band. If Congress wishes to accelerate the deployment
of broadband to unserved areas and otherwise smooth
the transition of the Fund, it could make available
public funds of a few billion dollars per year over two to
three years.

> Create a Mobility Fund to provide targeted fund-
ing to ensure no states are lagging significantly behind
die national average for KG wireless coverage. Sueh 3G
coverage is widely expected to be the basis for the future
footprint of KG mobile broadband networks.

> Transition the "legacy" High-Cost component of the
USF over the next 10 years and shift all resources to the
new funds. The $4.6 billion per year High Cost compo-
nent of the USF was designed to support primarily voice
services. It will be replaced over time by the CAF.

> Reform intercarrier compensation, which provides
implicit subsidies to telephone companies by elimi-
nating per-minute charges over the next 10 years and
enabling adequate cost recovery through the CAF.

> Design the news Connect America Fund and Mobility
Fund in a tax-efficient manner to minimize the size
of the broadband availability gap and thereby reduce
contributions borne by consumers.

> Broaden the USF contribution base to ensure USF
remains sustainable over time.

> Create mechanisms to ensure affordability to low-in-
come Americans.

4. Updating policies, setting standards and aligningin-
centives to maximize use for national priorities.Federal,
Tribal, state and local governments play an important role
in xnany sectors of our economy. Government is the largest
health care payer in the country, operates the public education
system, regulates many aspects of the energy industry, provides
multiple services to its citizens and has primary responsibility
for homeland security. The plan includes recommendations
designed to unleash increased use, private sector investment
and innovation in these areas. They include the following-
> Health care.Broadband can help improve the quality and

lower the cost of health care through health IT and improved
data capture and use, which will enable clearer understand-
ing of the most effective treatments and processes. To

eve these objectives, the plan has recommendations that
will:
> Help ensure health care providers have access to afford-

ablebroadband by transforming the FCC'sRural Health
Care Program.

> Create incentives for adoption by expanding reimburse-
ment for e-care.

> Remove barriers to e-care by modernizing regulations
like device approval, credentialing, privileging and
licensing.

> Drive innovative applications and advanced analytics
by ensuring patients have control over their health data
and ensuring interoperability of data.

> Education.Broadband can enable improvements in public
education through e~leaming and online content, which can
provide more personalized learning opportunities for sm-
dents. Broadband can also facilitate the flow of information,
helping teachers, parents, schools and other organizations to
make better decisions tied to each student's needs and abili-
ties.Tothose ends, the plan includes recommendations to:"
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ecosystem and modernizing the democratic process.
Public safety and homelandsecurity. Broadband can bol-
ster efforts to improve public safety and homeland security
by allowing first responders to send and receive video and
data, by ensuring all Americans can access emergency ser-
vices and improving the way Americans are notified about
emergencies. To achieve these objectives, the plan makes
recommendations to:

Support deployment of a nationwide, interoperable
public safety mobile broadband network, with fund-
ing of up to $6.5 billion in capital expenditures over 10
years, which could be reduced through cost efficiency
measures and other programs. Additional funding will
be required for operating expenses.
Promote innovation in the development and deploy-
ment of next-generation 911 and emergency alert
systems.
Promote cyberseeurity and critical infrastructure sur-
vivability to increase user confidence, trust and adop-
tion of broadband communications. .

>

>~

Long-Term Goals
In addition to the recommendations above, the plan recom-
mends that the countryadopt and track the following six goals
to serve as a compass over the need decade.

" h
8.
8

. 4 ,J' r4(

Goal No. 1: At least 100 million U.S. homes should have
affordable access to actual download speeds of at least 100
megabits per second and actual upload speeds of at least 50
megabits per second.

Goal No. 2: The United States should lead the world in
mobile innovation, with the fastest and most extensive
wireless networks of any nation.

>
Goal No. 3: Every American should have affordable ae-

cess to robust broadband service, and the means and skills
to subscribe if they so choose.

Goal No. 4: Every American community should have
affordable access to at least 1 gigabit per second broadband
service to anchor institutions such as schools, hospitals
and government buildings.

Goal No. 5: To ensure the safety of the American people,
every EM responder should have access to a nationwide,
wireless, interoperable broadband public safety network.

Improve the connectivity to schools and libraries by up-
grading the FCC's E-Rate program to increase flexibility,
improve program efficiency and foster innovation by pro-
moting the most promising solutions and funding wireless
connectivity to learning devices that go home v\n'tl1 students.
> Accelerate online learning by enabling the creation of

digital content and learning systems, removing regula-
tory barriers and promoting digital literacy.

> Personalize learning and improve decision-making by
fostering adoption of electronic educational records and
improwlng financial data transparency in education.

Energy and the environment. Broadband can play a major
role in the transition to a clean energy economy Ameri -
ca can use these innovations to reduce carbon pollution,
improve our energy efficiency andlessen our dependence
on foreign oil. To achieve these objectives, the plan has
recommendations that will:
> Modernize the electric grid with broadband, making it

more reliable and efficient.
> Unleash energy innovation in homes and buildings by

making energy data readily accessible to consumers.
> Improve the energy efficiency and environmental im-

pact of the ACT sector.
Economic opportunity. Broadband can expand access
to jobs and training, support entrepreneurship and small
business growth and strengthen community development
efforts. The plan includes recommendations to: .
> Support broadband choice and small businesses' use of

broadband services and applications to drive job ere -
action, growth and productivity gains.

> Expand opportunities for job training and placement
through an online platform

> Integrate broadband assessment and planning into eco-
nomic development efforts.

Government performance and civic engagement. Within
government, broadband can drive greater efficiency and
effectiveness in service delivery and internal operations. It
can also improve the quantity and quality of civic engage-
ment by providing a platform for meaningful engagement
with representatives and agencies. Through its own use of
broadband, government can support local efforts to deploy
broadband, particularly in unserved communities. To
achieve these goals. the plan includes recommendations to:
> Allow state and local governments to purchase broad-

band from federal contracts such as Network.
> Improve government performance and operations

through cloud computing, cybersecurity secure authen-
tication and online service delivery.

> Increase civic engagement by malting government more
open and transparent, creating a robust public media

Goal No. 6: To ensure that America leads in the clean
energy economy, every American should be able to use
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broadband to track and manage their real-time energy
consumption.

Meeting these six goals will help achieve the Congressional
mandate fusing broadband to achieve national purposes,
while improving the economics of deployment and adoption.
In particular, the first two goads will create the world's most
attractive market for broadband applications, devices and
infrastructure and ensure America has the infrastructure to at-
tract the leading communications and IT applications, devices
and technologies. The third goal, meanwhile, will ensure every
American has the opportunity to take advantage of the benefits
broadband offers, including improved health care, better edu-
cation, access to a greater number of economic opportunities
and greater civic participation.

Implementation
The plan is in beta,land always will be. Like the Internet itself, the
plan will always be changing-adjusting to new developments in
technologies and markets, reflecting new realities, and evolving to
realize the unforeseen opportunities of a particular time.

As such, implementation requires a long-term commitment
to measuring progress and adjusting programs and policies to
improve performance.

Half of the recommendations in this plan are offered to the
FCC. To begin implementation, the FCC will:
> Quickly publish a timetable of proceedings to implement

plan recommendations within its authority..
> Publish an evaluation of plan progress and effectiveness as

part of its annual 706 Advanced Services Inquiry.
> Create a Broadband Data Depository as a public resource

for broadband information.

Budget Impact of Plan
Given the plan's goal of freeing 500 megahertz of spectrum,
future wireless auctions mean the overall plan will be revenue
neutral, if not revenue positive. The vast majority of recom-
mendations do not require new government funding; rather,
they seek to drive improvements in government efficiency,
streamline processes and encourage private activity to promote
consumer welfare and national priorities. The funding requests
relate to public safety deployment to unserved areas and
adoption efforts. If the spectrum auction recommendations are
implemented, the plan is likely to offset the potential costs.

The renla'uling half of the recommendations are offered to
the Executive Branch, Congress and state and local govern-
ments. Policymakers alone, though, cannot ensure success.
Industry, non-proEts, and government together with the
Americanpeople,must now act and rise to our era's infrastruc-
ture challenge.
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1 I. INTRODUCTION

2
3

Q. PLEASE STATE YOUR NAME, TITLE, AND BUSINESS
ADDRESS.

4 My name is Don Price. I am a Director - State Public Policy for Verizon.

5 My business address is 701 Brazos, Suite 600, Austin, Texas, 78701.

6

7

8

Q. ARE YOU THE SAME DON PRICE WHO FILED DIRECT
TESTIMONY IN THIS PROCEEDING on VERIZON'S BEHALF
ON DECEMBER 1, 2009?

9 Yes, I am.

10
11

Q- PLEASE DESCRIBE
TESTIMONY.

THE PURPOSE OF YOUR REPLY

12 The purpose of my reply testimony is to address various aspects of the

13

14

direct testimony filed by other parties and reiterate Verizon's positions on

the issues in this proceeding.

15

16

17

Q- DOES THE VARIOUS PARTIES' TESTIMONY EVIDENCE
BROAD SUPPORT FOR REFORMING LECS' INTRASTATE
ACCESS RATES IN ARIZONA?

18 Yes. Staff, Qwest, AT&T, and the ALECA members all agree with

19 Verizon that the Commission should act to reduce excessive access rates.

20

21

These parties also agree that such reductions would result in benefits

including price efficiency, reduced opportunity for arbitrage, elimination

22

A.

A.

A.

A.

of artificial rate differentials resulting from historic (but no longer
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1 relevant) regulatory decisions and distinctions, and a more consistent and

2 rational intrastate switched access rate regime.

3 There is also wide agreement among the parties that access reform

4 is appropriate for both incumbent local exchange can'iers ("ILE Cs") and

5 competitive local exchange coniers ("CLECs"). Not only do Staff and

6 most of the other parties broadly support access reform, Staff; like

7 Verizon, recommends reducing both ALECA members' and CLECs'

8 intrastate access rates, and has not advocated further reductions in Qwest's

9 rates at this time.1

10

11

12

Q. HAS VERIZON'S POSITION CHANGED AS A RESULT OF THE
ARGUMENTS PRESENTED IN THE OTHER PARTIES'
TESTIMONY?

13 No. Verizon's stance on the twelve issues listed in the Arizona

14 Corporation Commission's ("Commission") September 29, 2009

15 Procedural Order ("Order") remains as set forth in my December 1, 2009

16 Direct Testimony ("Verizon Direct").2

17 Verizon continues to recommend that the Commission require all

18 local exchange cam'ers ("LECs"), including ALECA members and

19 CLECs, to cap their intrastate access charges at the regional Bell

20 Operating Company's ("RBOC")-here, Qwest's-levels. To the extent

21 that any affected can°ier chooses not to absorb such reductions, Verizon

A.

1 See Direct Testimony of Wilfred Shard, on behalf of the Arizona Corporation Commission
(Utilities Division), fluid January 8, 2010 ("Staff Direct") at 2-3, 11, 26.
2 At pages 19-23 of my Direct Testimony, I set forth a summary response to each of the twelve
issues following my longer discussion of some of the key policy issues in this proceeding.
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1 continues to advocate that the Commission allow the canter to recoup any

2 "foregone" revenue through retail pricing flexibility, and not through an

3 expansion of the size or scope of the Arizona Universal Service Fund

4 ("AUSF"). I will explain below Verizon's rationale in support of its

5 positions.

6 Q. DO YOU HAVE ADDITIONAL INTRODUCTORY COMMENTS?

7 Yes. I think it is important for the Commission to recognize the unique

8 industry perspective that Verizon provides. Because Verizon operates as

9 an incumbent LEC, a competitive LEC, a provider of wireless services,

10 and as an interexchange carrier, Verizon has not taken-and indeed cannot

11 take-parochial positions on the crucial public policy issues implicated by

12 access chargereform.

13 Q- HOW IS YOUR REPLY TESTIMONY ORGANIZED?

14 Because Verizon's position on the twelve issues in the Order remains

15 unchanged, my reply testimony will focus on two major issues: the

16 critical need, at minimum, for the Commission to cap CLECs' intrastate

17 switched access rates as expeditiously as possible, and the impropriety of

18 expanding the AUSF to serve as an insurance policy or recovery

19 mechanism for "lost" access revenues and LEC profits. In the remainder

20 of my testimony, I address a few of the key points made by each party in

21 its direct testimony. Given the volume of testimony that has been filed, it

22

A.

A.

is neither practicable nor necessary to address every point made by every
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1 party. For that reason, the fact that I do not comment on a particular point

2 made by any party should not be construed as my agreement with that

3 point.

4
5

11. AT A MINIMUM, THE COMMISSION SHOULD TAKE
IMMEDIATE STEPS TO CAP CLECS' ACCESS RATES

6
7
8
9

Q- DO YOU AGREE WITH THE JOINT CLECS'
RECOMMENDATION THAT THE "COMMISSION SHOULD
FIRST ADDRESS RURAL ILEC ACCESS RATES BEFORE
ADDRESSING CLEC ACCESS RATES"?

10 No. Contrary to Messrs. Denlley's and Garrett's assertions, there is no

11 good reason to delay reform of CLEC access rates in Arizona.3 In fact, the

12 decision to constrain CLEC access rates should be one of the easiest

13 aspects of the Comnlission's deliberations in this case. CLECs have

14 demonstrated a willingness and ability to charge excessive access rates,

15 and that behavior derives from the fact that, once a customer chooses retail

16 service firm a CLEC, other camlets have no choice but to deliver calls to

17 the CLEC even though they must incur the CLEC's unreasonably high

18 access rates. Thus, competition does not discipline the CLEC's access

19 rates.

20 Mr. Denney's testimony cautions the Commission against "price

21 regu1at[ing] CLECs" and argues that there is no justification for the

A.

See Direct Testimony of Douglas Denney on behalf of the Joint CLECs, filed December 1, 2009
("Jt. CLEC Direct"). Mr. Denney asserts at p. 7 of his testimony that "there is every reason not
to" take action on CLECs' access rates. See also Direct Testimony of Douglas Garrett on behalf
of Cox Communications, filed December 1, 2009 ("Cox Direct"). At page 3 of his testimony, Mr.
Gan'ett urges divs Commission to "await federal action" before taking steps to reform CLECs '
access rates.

3
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1
. . . 4 . .

Commlsslon to constrain CLECs' access rates. But as explalned m

2 Verizon's and other parties' testimony CLEC access rates are not subject

3 to price-disciplining competition in the way that their retail rates are.

4 Furthermore, the numerous regulatory bodies that have examined the issue

5 confirm Verizon's position. As I noted in my direct testimony, every state

6 commission that has formally considered capping CLEC access rates has

7 concluded that a benchmarking approach is good policy.5 AT&T witness

8 Dr. Aron testified that at least 17 states have imposed constraints on

9 CLEC accessrates.6

10 Reforming and rationalizing CLECs' intrastate switched access

11 rates is an important component of access reform in Arizona, as it has

12 been in other states. If the Commission takes no other action in this

13 proceeding, it should at least require CLECs to cap their intrastate

14 switched access rates at Qwest's level. This is consistent with my direct

15 testimony, which recommended that the rates of all Arizona LECs be

16 capped at Qwest's levels, and cautioned that if the Commission decided to

17 accomplish access reform in stages, it should focus fist on the CLECs.

18 Constraining CLECs' intrastate switched access rates (by capping them at

4 See Jt. CLEC Direct at 5. Mr. Denney's comment about price regulation of CLECs is meritless,
because Article II of the Commission's rules, entitled "Competitive Telecommunications
Services" allows CLECs to price a "competitive telecommunications service" up to the "maximum
tariffed rate approved by the Commission." (R14-2-1102.11) In preparation of this testimony, I
reviewed the tariffs of the joint CLECs. Those coniers appear to have significant room to increase
retail service rates before reaching the "maximum" rates approved by the Commission.
5 See Verizon Direct at 11, footnote 10.

See Direct Testimony of Dr. Debra J. Aron on behalf ofAT&T, filed December 1, 2009
("AT&T/Aron Direct") at 52-53.

6
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1 Qwest's levels) is the simplest and most efficient way to begin moving

2 towards more efficient access pricing. That is because, unlike the ALECA

3 member companies, CLECs already possess retail pricing flexibility.

4
5

Q- DOES STAFF SUPPORT REFORMING CLECS' INTRASTATE
ACCESS RATES?

6 Yes. Like Verizon, Staff recommends reducing both ALECA members'

7 and CLECs' intrastate access rates, and does not advocate subj ecting

8 Qwest's rates to further reductions at this time.7 I address the slight

9 differences in Verizon's and Staff" s positions below, but the key point is

10 that Staff agrees that access reductions would result in benefits that

11 include price efficiency, reduction of arbitrage opportunities, elimination

12 of differences in rates as a result of regulatory decisions and distinctions,

13 and establishment of more consistent and rational intrastate switched

14 access rates,8 and that reform is appropriate for both CLECs and ILE Cs

15 other than Qwest.

16

17

18

19

20

Q- WOULD YOU ADDRESS THE JOINT CLECS' ARGUMENT
THAT THE IXCS WOULD, IN EFFECT, BE GETTING A FREE
RIDE AS A RESULT OF VERIZON'S RECOMMENDATION
THAT CARRIERS SHOULD RECOVER MORE OF THEIR
COSTS FROM THEIR END UsERs"?

21 Yes. As an initial matter, I think it is important to note how Mr. Denney

22 frames his argument. He states that Verizon advocates that the rates it

23 pays "to use a carrier's network be shifted firm the INC and onto all

A.

A.

7 See Staff Direct at 2-3, 11, 26.

8 Id. at 9.

9 See Jt. CLEC Direct at 41.
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1 customers and coniers doing business in Arizona, whether or not they are

2 using the network that is being utilized by the 1xc."10 Mr. Denney has

3 misinterpreted or misstated Verizon's position. Verizon advocates giving

4 ILE Cs increased pricing flexibility to allow them to recover from their

5 own end users any lost access revenue they choose not to absorb, but not

6 allowing them to recover it from the AUSF or any other carrier. There is

7 compelling evidence that the access rates IXCs pay for the use of the

8 LECs' networks are significantly above the cost of access, as I discuss in

9 more detail below. If Mr. Denney is arguing for continued high access

10 rates, then there are at least two fundamental flaws to his argument. First,

11 he simply assumes, without any explanation, that the status quo is

12 reasonable. This is simply not credible, as the record demonstrates.

13 Second, Mr. Denney's argument appears to rest on a misconception that

14 somehow all customers are either toll customers or local service

15 customers, but not both. This is wrong, because long distance customers

16 are also local service customers. Creating an artificial construct where

17 local service customers and long distance customers represent distinct

18 customer groups, as Mr. Denney's argument seems to do, does not reflect

19 how telecommunications services are provided.

20
21
22
23

Q- IN HIS TESTIMONY, MR. DENNEY OFFERS THAT "CLECS
OPERATE IN A COMPETITIVE MARKET." HAS THE FCC OR
ANY OTHER STATE COMMISSION FOUND THAT CLEC
SWITCHED ACCESS RATES ARE COMPETITIVE?

10 Id.
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1 No. The FCC and state commissions rejected this argument. In adopting

2 a cap on CLEC interstate access charges (at the level of the competing

3 ILEC), the FCC observed that the market for CLEC switched access

4 services "does not appear to be structured in a manner that allows

5 competition to discipline rates."H The FCC found "ample evidence that

6 the combination of the market's failure to constrain CLEC access rates,

7 our geographic rate averaging rules for IXCs, the absence of effective

8 limits on CLEC rates and the tariff system create an arbitrage opportunity

9 for CLECs to charge unreasonable access rates."l2

10 On the state side, not one state commission that has investigated

11 the issue has declined to constrain CLEC intrastate access rates.l3

12 Recently, West Virginia joined the growing list of states that have

13 imposed caps on CLECs' switched access rates.l4 And less than two

14 months ago, the Massachusetts Department of Te1ecommLu1ications and

15 Cable ("DTC") denied reconsideration of its June 2009 decision capping

16 CLEC rates at the RBOC's (Verizon Massachusetts) 1evel15-action that

17 the DTC found necessary "to correct the market failure regarding CLEC

11 See Reform of Access Charges Imposed by Competitive Local Exchange Carriers, Seventh
Report and Order and Further Notice of Proposed Rulemaking, 16 FCC Red 9923 (April 26, 2001)
("CLEC Rate Cap Order") at1132 (emphasis in original).
12 Id. at1134.
13 See pages 15-16 of my direct testimony, where I identified the numerous states that have
adopted benchmarldng approaches like the FCC's as a simple and effective means of reducing
CLEC intrastate access rates to reasonable levels.
14 Petition by Verizon West Virginia Inc. et al. Requesting that Commission Initiate a General
Investigation of the Switched Access Charges of Competitive Local Exchange Carriers Operating
in WV, Commission Order, Case No. 08-0656-T-PC (Nov. 23, 2009).
15Petition of Verizon New England Inc. et al. for Investigation Under Chapter 159, Section 14, of
the Intrastate Aecess Rates of Competitive Local Exchange Carriers, Order on Motion for
Reconsideration or Clarification, D.T.C. 07-9 (December 7, 2009).

A.
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1 intrastate switched access rates."16 The Massachusetts DTC found that a

2 rate cap based on Verizon's intrastate switched access rates constitutes "an

3 appropriate mechanism to ensure that CLEC switched access rates are just

4 and reasonable, in the absence of sufficient competition, because

5 Verizon's rates have been found to be just and reasonable."17 Most

6 recently, the New Jersey Board of Public Utilities issued an order capping

7 CLECs' intrastate access rates at the level charged by the competing

8 ILEC, based on a rejection of the CLECs' claims: "[T]he Board does not

9 find persuasive the Joint CLECs' claim that they do not have a monopoly

10 on intrastate access services and that the Board should permit the market

11 to control Intrastate Access Rates."18

12

13

14

Q- ARE THERE CONDITIONS IN ARIZONA THAT MAKE CLEC
ACCESS RATES SUBJECT TO RELATIVELY GREATER
COMPETITIVE PRESSURE THAN IN OTHER STATES?

15 No. The same factors that prompted the FCC and numerous other states to

16 cap CLECs' switched access rates apply with equal force to CLEC

17 intrastate access services in Arizona. Indeed, in the absence of market

18 discipline, CLEC rates in Arizona vary significantly from each other as

A.

16 Petition of Verizon New England Inc. et al. for Investigation Under Chapter 159, Section 14, of
the Intrastate Access Rates of Competitive Local Exchange Carriers, Final Order, D.T.C. 07-9
(June 22, 2009) ("MA DTC Order") at 23-24.
17 Id. (emphasis added).
18In the Matter of the Eoard 's Investigation and Review ofLocaI Exchange Carrier Intrastate
Exchange Aecess Rates,Docket No. TX08090830, (N.J. B.P.U. Feb. 1, 2010), at 27. Verizon has
re wested a stay of this decision pending appeal on the ground that the Board did not allow ILE Csq
ricing flexibility and the opportunity to recover lost access revenues that were used by the Boardp

to provide contribution to residential basic exchange services.
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1 well as firm the prevailing RBOC rate.9 While some CLECs charge

2 reasonable access rates, many others choose to, and can, maintain

3 unreasonably high intrastate switched access rates. As I discussed at

4 pages 8-9 of my direct testimony, CLECs have market power in the

5 provision of access services because cam'ers have no choice but to use a

6 CLEC's switched access services when they handle interexchange calls

7 originating from the CLEC's customers and when they deliver

8 interexchange calls for termination to the CLEC's customers. Because of

9 this factor, the FCC and other states have concluded that direct constraints

10 on CLEC access rates are the only effective way to discipline those rates.

11

12

13

Q- IS YOUR CONCLUSION THAT REGULATORY INTERVENTION
IS REQUIRED SUPPORTED BY THE MASSACHUSETTS DTC'S
RECENT DECISION?

14 Yes. In its Final Order (affined on reconsideration), the Massachusetts

15 DTC recognized that IXCs cannot decline to terminate calls to CLECs

16 whose access charges they believe are too high." It thus found that while

17 effective market-based pricing would otherwise constrain access rates,

18 "there is a market failure in the CLEC switched access market."21 It

19 reached this conclusion after finding that the "[e]vidence strongly shows

A.

19 Based on its internal, proprietary data, Verizon estimates that CLECs' intrastate switched
access rates in Arizona range from less than 1¢  per minute to nearly 8¢  per minute.
20 See MA DTC Order at 5.
21Id. at 6.
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1 that CLECs have market power in providing intrastate switched access

2 service 79 22

3 The Massachusetts DTC found market failures in both the

4 originating and terminating CLEC switched access markets. It concluded

5 that the market for terminating switched access "is not sufficiently

6 competitive because a cannier's customers do not have competitive

7 alternatives for terminating their calls,"23 leaving IXCs unable to constrain

8

9

the level of terminating access charges and giving CLECs market power

that precludes a sufficiently competitive terminating access market.24 This

10 inability results from the fact that the cost causer (the party receiving the

11 call) "is insulated from changes in wholesale access prices because they

12 are not the customer of the INC paying the terminating access charges,"

13 and thus "cannot be expected to react 'in response to changes in

14 [wholesale] price."'25

15 The Massachusetts DTC concluded that "the originating switched

16 access market also is not sufficiently competitive. Although it noted9,26

17 that with originating switched access, the calling party is the cost-causer

18 and "could, theoretically, react in response to high origination rates," it

19 held that because IXCs cannot geographically deaverage their interstate

20 toll rates, doing so for intrastate toll calls "is not practicable" given the

22 Id. at 9.
z3 As the Massachusetts DTC noted, "IXCs do not have the option of purchasing access from
another vendor because customers can have only one LEC serving them." Id. at 11.
24Id. at 10.
25 Id. at13.
26 Id. at14.
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1 "unnecessarily burdensome and confusing dual charge situation in which

2 IXCs would be required to separately track and bill an individual

3 customer's calls by LEC."27

4 Having found that CLECs possessed market power in both the

5 originating and terminating switched access markets, the Massachusetts

6 DTC concluded that a rate cap based on the RBOC rate was the

7 appropriate solution to ensuring just and reasonable CLEC access rates.28

8 Noting that "every state that has acted on CLEC access rates has

9 implemented a cap, with the majority of those states setting a rate ceiling

10 at the ILEC intrastate rate,"29 it found that as a result of its newly-ordered

11 rate cap, "a market distortion will be removed, thus furthering competition

12 within the telecommunications industry," which would, in tum, "result in

13
- . 30lower long dlstance rates for consumers in the Commonwealth."

14
15
16

Q. MR. DENNEY CONTENDS THAT THE JOINT CLECS' ACCESS
RATES IN ARIZONA ARE "REASONABLE." HAS HE
PROVIDED ANY BASIS FOR HIS CLAIM?

17 No. Mr. Denney simply argues that others have not demonstrated that the

18 joint CLECs' access rates are "unjust or unreasonable." The information

19 Mr. Denney provides on the access rates of the joint CLECs is sufficient to

20 demonstrate the very point he argues against. The data presented in Mr.

21 Denney's Table 1 prove that CLECs are able to charge above-market

A.

27 Id. at 15-16.

28 Id. at 17, 22-24.

29 Id. at 23-24.

30Id. at 1.
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1 rates-that is, access rates that exceed those charged by Qwest.31 While

2 the retail market for services to end user customers in Arizona is highly

3 competitive, it is clear that the extent of competition for those retail

4 services has no bearing, and in no way provides a constraint, on CLECs'

5 ability to continue charging excessiveaccess rates _

6 Mr. Denney also claims that the joint CLECs' access rates are

7 "reasonable" based on a comparison between the access rates of the joint

8 CLECs and those of the Verizon and AT&T CLECs. This argument

9 proves nothing. Verizon and other parties are recommending that the

10 Commission impose a general cap on CLECs' access rates, including the

11 Verizon and AT&T CLEC rates. But because no such cap exists today,

12 there is no incentive for Verizon unilaterally to reduce its access rates

13 when other CLECs are not required to do so. To the contrary, I have

14 argued that excessive access rates provide coniers with an artificial

15 competitive advantage. No camlet, Verizon included, would give up such

16 an advantage without knowledge that its competitors must also do the

17 same. Mr. Denney's arguments do not overcome the fact that CLECs

18 have market power in the provision of access services, and that regulatory

19 intervention is warranted.

20
21
22

Q~ IS THERE ANY MERIT TO COX'S ARGUMENT THAT THIS
COMMISSION SHOULD DO NOTHING AT THIS TIME
REGARDING CLECS' ACCESS RATES, BUT RATHER SHOULD

31 See Jr. CLEC Direct at 19.
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1

2

AWAIT ACTION BY THE FEDERAL COMMUNICATIONS
COMMISSION?

3 No. First, the FCC already has established a policy with respect to CLEC

4 access rates. Verizon and others here are asking only that this

5 Commission take action consistent with that policy. The FCC has

6 determined that the market does not constrain CLECs' switched access

7 rates, so direct regulatory intervention in the form of a cap is necessary to

8 ensure that those rates are reasonable. The interstate and intrastate access

9 markets are no different in this regard, and parties here are recommending

10 the same kind of cap in the intrastate jurisdiction that the FCC has already

11 imposed in the interstate jurisdiction, for the same reasons.

12 The current lack of any reasonableness requirement for CLEC

13

14

access charges is harmful to both consumers and competition, and thus

there is no public policy benefit to Cox's proposal to perpetuate the

15 detrimental status quo until some indefinite point in the future." This

16 Commission can proceed now with necessary corrective action, and

17 address at a later date any issues that may arise as a result of possible

18 further FCC action, sometime in the future, with respect to CLECs'

19 intrastate access rates.

20 I also disagree with Cox's assertion that comprehensive national

21 reform is the "only" viable approach to reform of CLEC intrastate access

A.

32 See Cox Direct at 3, 5-6. Mr. Garrett's suggestion that a ten year "transition period" be adopted
simply is not credible given the rapid pace of changes in telecommunications.
33 The Federal Communications Commission has been considering intercarrier compensation
issues for approximately eight years without taking decisive action.
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1 charges. Cox does not (and cannot) dispute that this Commission now has

2 jurisdiction over intrastate access rates. Although comprehensive national

3 reform is the best approach to fixing problems with the current intercamer

4 compensation regime as a whole for all calTiers, there is no indication that

5 such comprehensive reform is coming anytime soon. As I said, the FCC

6 has already taken action with respect to CLEC access rates, so there is no

7 reason to wait for any further policy direction from the FCC in that regard,

8 as numerous other states have concluded. Cox's argument is simply an

9 excuse to delay swift action by this Commission and to continue to benefit

10 one subset of service providers to the disadvantage of others.

11

12

13

14

Q- BOTH COX AND THE JOINT CLECS ARGUE THAT THE
COMMISSION SHOULD ALLOW A LENGTHY TRANSITION
PERIOD IF IT DECIDES TO CAP CLECS' ACCESS RATES_34 DO
YOU AGREE?

15 No. As I noted earlier, the CLECs have substantial flexibility under the

16 Commission's rules to immediately adjust their retail rates to offset any

17 foregone access revenues. Arizona CLECs already have been on notice

18 that a reduction in rates was possible, at a minimum since the Commission

19 initiated the discussion of the issues to be addressed by this docket in

20 December 2001.35 As the testimonies of various patties have detailed, the

21 FCC and numerous other state commissions consistently have taken steps

22 to reduce CLEC rates to ILEC levels over the last decade. And all

A.

34 See Jr. CLEC Direct at 50-53, Cox Direct at 85.
35 See Procedural Order, Docket No. T-00000D-00-0672 (December 3, 2001).
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1 Arizona CLECs have been tracking ILEC access rates for their own

2 interstate access charges for years, in accordance with the FCC's 2001

3 decision capping CLECs' interstate switched access rates.36 In other

4 words, Arizona CLECs already have had plenty of time and notice to

5 prepare for a reduction in access charges, such that no additional phase-in

6 or transition period is necessary.

7
8
9

10

Q. MR. DENNEY ALSO MAKES THE CLAIM THAT CAPPING
CLECS' ACCESS RATES COULD RESULT IN
"CONFISCATORY" RATES_37 IS THERE ANY MERIT TO HIS
ARGUMENT?

11 None whatsoever. I am not a lawyer, but it is my understanding that Mr.

12 Denney's reliance on court decisions interpreting traditional regulatory

13 concepts is misplaced, because the rates of CLECs are not "regulated."

14 And even if the concept were relevant-which it is not-Mr. Denney

15 provides no data to support his claim, so the argument is purely

16 hypothetic al .

17 Furthermore, the argument simply does not make sense. Nothing

18 in Verizon's proposal-or the proposals of AT&T or the Staff-would in

19 any way limit the "cost" that any CLEC can recover from its services. To

20 the contrary, Verizon acknowledges that CLECs have pricing flexibility

21 with respect to their retail services and can therefore look to their own end

22 user customers for recovery of their costs. Verizon's position is in line

A.

36 See CLEC Rate Cap Order.
37 See Jt. CLEC Direct at 33.
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1 with the FCC's and other states' rules capping CLECs' access rates. In its

2 2001 decision, the FCC stated the issue as follows:

Similarly, CLECs retain the flexibility to charge their end
users higher rates for the access service to which they
subscribe. Here again, if the CLEC provides a superior
product, the end user likely will be willing to pay for it,
however, if a CLEC attempts to impose an unreasonable
surcharge on its customer, the customer receives accurate
price signals and may be motivated to find an alternative
provider.38

3

4

5

6

7

8

9

10

11

12 The issue before the Commission is not whether a CLEC can recover its

13 costs, but rather how to prevent CLECs from imposing excessive costs on

14 can'iers who have no choice but to deliver traffic to and from the CLECs'

15 end users. None of the access reduction proposals offered by the parties

16 would limit CLECs' ability to recover costs from their end users.

17 In addition, Mr. Denney's proposal ignores the fact that CLECs'

18 rates have never been subj et to traditional regulatory oversight. As the

19 FCC explained, reliance on a benchmark rather than some other rate-

20 setting mechanism for CLECs' access rates is reasonable because of "the

21 historical lack of regulation on the process of CLEC ratemaking,"39 a

22 situation that applies with equal force to Arizona and other states.

23
24
25
26
27

Q- HOW DO YOU RESPOND TO MR. DENNEY'S
RECOMMENDATION THAT, IF THE COMMISSION CHOOSES
TO ESTABLISH A CAP ON CLECS' ACCESS RATES, IT
SHOULD USE QWEST'S 1999 ACCESS RATE LEVELS AS THE
BENCHMARK?

See CLEC Rate Cap Order at1]43.
39 Id. at1I44.

38
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1 This is a red hem'ng. Qwest's current access rates are the result of

2 extensive review by the Commission, and as discussed above, are a

3 reasonable proxy or benchmark for the CLECs. Also, as mentioned

4 earlier, the CLECs have been on notice since at least 2001 that their access

5 rates could be changed in this proceeding.

6
7
8
9

10

Q- IS THERE A DIFFERENCE BETWEEN THE STAFF
RECOMMENDATION THAT CLECS CAP THEIR INTRASTATE
ACCESS RATES AT THE COMPETING ILEC'S RATE, RATHER
THAN QWEST'S AND VERIZON'S RECOMMENDATION THAT
QWEST'S RATES BE THE BENCHMARK?

11 Yes, but it is a distinction without a difference because the result of Staff' s

12 proposal is the same as Verizon's. This is because Staff also recommends

13 that ALECA members (ILE Cs other than Qwest) cap their rates at Qwest's

14

15

16

levels. As Staff recognizes, "[i]f Staff' s access charge rate reformation is

adopted by the Commission, the incumbent LEC's rates will be Qwest's

rates."40 Thus, as a practical matter, Staff's

recommendation is identical to Verizon's - that the intrastate access rates

current intrastate

17

18 of all LECs in the state, including CLECs, should be capped at Qwest's

19 levels.

20
21

111. NO AUSF EXPANSION
REFORM

TO FUND INTRASTATE ACCESS

22
23
24

Q~ SOME PARTIES SUGGEST EXPANSION OF THE AUSF TO
SERVE AS AN ACCESS REVENUE RECOVERY MECHANISM.
DOES VERIZON CONTINUE TO OPPOSE SUCH EFFORTS?

A.

A.

40 See Staff Direct at 11.
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1 Yes. No party has provided any justification for or concrete evidence of a

2 need to expand the AUSF to subsidize traditional wireline local telephone

3 service in Arizona' s current, hypercompetitive intermodal

4 telecommunications environment. Nor has any party demonstrated why

5 other carriers and their customers should be penalized through AUSF

6 assessments because of the fact that customers in the competitive

7 marketplace have availed themselves of service alternatives to the ALECA

8 member companies' services. Rather, the Commission should reduce the

9 member companies' access rates and allow them to exercise retail pricing

10 flexibility for recovery of foregone access revenues.

11 To reiterate, as noted in my direct testimony, expansion of the

12 AUSF to fund intrastate access reform would be detrimental to both

13 consumers and carriers by expanding the AUSF beyond its intended

14 purpose (and increasing the contribution burden on consumers),41 and by

15 encouraging carriers to continue relying on artificial subsidies, which is

16 not appropriate in a competitive environment, rather than operating more

17 efficient1y.42 Expanding the AUSF in this manner (the price tag for which

A.

41 See Decision No. 70659 (AUSF Amendments Proceeding, Docket No. RT-00000H-97-0137)
(Dec. 22, 2008) at 1 ("The AUSF was established to maintain statewide average rates and the
availability of basic telephone service to the greatest extent reasonably possible."),see also
Decision No.63267 (same docket) (Dec. 15, 2000) at 1; Decision No. 56639 (AUSF
Establishment Dockets) ") (Sept. 22, 1989) at 5, 32 (purpose ofAUSF is to "ameliorate the
upward pressure on basic local rates in rural areas" and "ensure that the high cost of providing
wireline local exchange service in rural areas will not diminish the availability of affordable
service.
42 See Verizon Direct at 4.
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1 ALECA has calculated at $23 million)43 would simply perpetuate the

2 anticompetitive status quo, under which one set of providers (LECs)

3 recover network costs from other providers (presently IXCs). Such a

4 result is incompatible with and harmful to the workings of a competitive

5
. . . 44

market for communlcatlons servlces.

6
7

Q- PLEASE EXPLAIN IN MORE DETAIL THE BASIS FOR YOUR
POSITION.

8 The historic justification for a universal service fled is to ensure that

9 consumers in all areas have access to basic telephone service at affordable

10 rates. Basic telephone service traditionally was provided only via wireline

11 local exchange service. Because the costs of providing wireline local

12 telephone exchange service in certain rural areas historically tended to be

13 higher than the costs of providing wireline service in more densely

14 populated urban areas, all things otherwise equal, the theory was that rates

15 charged to consumers in those rural areas would tend to be higher and

16 possibly unaffordable. Universal service funds therefore attempted to

17 make service in rural areas more affordable by providing an explicit

18 subsidy to local exchange coniers that offered wireline service to rural

19 areas. By defraying a portion of the costs of providing wireline service in

20 rural areas, the fund allowed rural local exchange camlets to charge

21 affordable rates.

A.

43 See Direct Testimony of Douglas Duncan Meredith on behalf of the Arizona Local Exchange
Carriers Association, tiled December 1, 2009 ("ALECA Direct") at 8-9.
44 Id. Note particularly ALECA's proposal that, unlike other contributors to the expanded AUSF,
its members' contributions to the AUSF would be reimbursed from the AUSF.
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1 Subsequent events, including the rise of competition, technological

2 innovation, and the proliferation of intermodal providers, have

3 dramatically altered that landscape and rendered that justification moot.

4 This is not only true nationally, but also in Arizona. For example, the

5 testimony of Dr. Oyefusi provides evidence that both wireless and

6 broadband services are widely available even in the meal areas of

7

8

Arizona.45 For example, he explains that, as of 2008, 97 percent of

Arizona residents over the age of 15 have a wireless phone.46 These

9 developments have driven down the costs associated with providing basic

10 telecommunications services in rural areas. (For example, wireless

11 providers oiien can provide service in rural areas at lower costs than can

12 traditional wireline carriers, and even wireline providers can use new

13 technology to reach rural areas more efficiently and cost-effectively.) The

14 result has been greater choice and lower rates for consumers. These are

15 not new developments, as the Commission's order in the 2005 Qwest

16 alternative regulation docket noted that "Qwest provides statistics and

17 relies on evidence from Staff and other parties that indicates there is

18 significant CLEC-based competition as well as 'intemlodal' wireless and

19 VoIP alternatives in Arizona" and that "Qwest provides other examples of

20
. . . . . 47

significant changes in the telecommunications market...." No patty has

45 See AT&T/Direct Testimony of Dr. Ola Oyefusi on behalf of AT&T, filed December 1, 2009
("AT&T/Oyefusi Direct") at 33 .
46 Id. at 32.
47 See Opinion and Order, Docket No. T-01051B-03-0454 (March 26, 2006) at 15-16.
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1 presented any evidence that subsidies and/or AUSF expansion are

2 necessary to assure that consumers in all areas of the state have access to

3 affordable service. Without that evidence, any former justification for

4 providing AUSF support to ALECA members is unjustified now.

5
6
7

Q- WHAT ARE THE IMPLICATIONS OF THESE DEVELOPMENTS
on THE ISSUES BEFORE THE COMMISSION IN THIS
PROCEEDING?

8 Those parties that support recovery of foregone access revenues through

9 an expanded AUSF are ignoring these very real changes in the

10 telecommunications landscape, and simply assume that all of the historic

11 conditions that originally supported the rationale for universal service

12 funding still exist today. In particular, those parties cling to the

13 assumptions that: (a) universal service mandates access to a traditional

14 landline phone (because the ALECA member companies' wireline local

15 exchange service is the only service that would be subsidized), (b) the

16 costs of providing telecommunications service to rural areas remain

17 prohibitively high (so there is no requirement that any ALECA member

18 demonstrate that it actually faces high costs), and (c) without a new,

19 explicit subsidy to the ALECA member companies, consumers in rural

20 areas cannot obtain access to basic telephone service at affordable rates

21 from either an ALECA member or some other provider. There is no

22 evidence that any of these assumptions is correct in today's environment,

23

A.

and no evidence to support a new or expanded subsidy that will
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1 necessarily penalize customers that have already availed themselves of

2 other competitive service options. Rather, when consumers have access to

3 quality services that are being provided by a number of competing coniers

4 and technologies, at affordable rates (as is the case in Arizona today), the

5 goals of universal service are achieved and government subsidies-

6 particularly new ones based solely on anecdotal evidence-are

7 unnecessary.

8

9

Q- ARE THERE OTHER REASONS WHY THE COMMISSION
SHOULD NOT EXPAND THE AUSF?

10 Yes, and the Joint CLECs and Verizon agree on this point. As Mr.

11 Denney observes in opposing an expanded AUSF, there is no public

12 policy rationale for requiring new, innovative services-including wireless

13 and VoIP48-to help fund the rural telephone companies' chosen business

14 models. And that is particularly the case where, as in the instant

15 proceeding, there has been no demonstration that service would otherwise

16 be unaffordable, that alternatives to traditional wireline service do not

17 exist, or that wireline carriers could not provide the service without such

18 funds. The Commission should not burden new services and technologies

19 (and the customers that use them) with legacy regulatory obligations that

20 have outlived their usefulness. Indeed, these service and technology

21 innovations are spuming competition in the telecommunications

A.

48 In addition to the policy reasons not to apply state USF obligations to VoIP services, Verizon
will discuss the legal obstacles to doing so in its briefs.
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1 marketplace, thereby providing an impetus for reduced rates in the

2 traditional wireline sector. Burdening such services and customers with

3 unnecessary new fees is the surest way to drive investment dollars away

4 from Alizona. Should the Commission choose to force wireless and VoIP

5 providers to contribute to an expanded AUSF, the result will simply be

6 higher rates, chilling of innovation, reduced investment, and fewer

7 competitive options and fewer benefits for consumers.49 For all these

8

9

reasons, the Commission should not hamper the continued growth of

wire1ess50 and VoIP by imposing new fees on customers of these services.

10
11
12

Q- IS THE INTERCARRIER COMPENSATION REGIME FOR
WIRELESS CARRIERS THE SAME AS THAT FOR WIRELINE
INTEREXCHANGE CARRIERS?

13 No. Unlike wireline interexchange earners, which operate using the

14 concept of Local Access Transport Areas ("LATAs"), wireless coniers

15 operate using a different concept, that of Major Trading Areas

16 ("MTAs").51 The vast majority of Arizona is within one MTA.52 Traffic

17 between a wireless customer and an end user of a LEC within an MTA is

18 considered local traffic, pursuant to § 51.701(b)(2) of the FCC's ru1es,53

A.

49 As AT&T's Dr. Aron noted, wireless carriers only pay intrastate access charges in very limited
circumstances, and thus, their customers would not directly benefit from the access reductions
under consideration here, See AT&T/Aron Direct at 40.
50 For example, AT&T's Dr. Aron cited a CDC study published last year that showed that 18.9%
of Arizona households are wireless-only. See AT&T/Aron Direct at 95, footnote 111.
51 See 47 C.F.R. 24.202.
52 See, Ag., AT&T/Aron Direct at 44.

See 47 C.F.R. 51.701(b)(2).53
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1 and as such, the classification of such traffic for intercarrier compensation

2 purposes is local, meaning that access charges do not app1y.54

3 Conversely, if a wireless call originates in one MTA but terminates

4 to a LEC end user in a separate MTA, that "interdaTA" call would be

5 subject to access charges. That situation is minimal in Arizona, as can be

6 verified by review of the interconnection agreements on file with the

7 Commission (such as those between Arizona LECs and Verizon Wireless).

8 One of the agreed terms in many of those agreements is that the interdaTA

9 factor used to determine the volume of interdaTA traffic subject to access

10 charges generally is zero. In other words, the cam'ers have agreed that

11 there is so little interdaTA traffic in Arizona (if any) that the appropriate

12 traffic factor for compensation purposes is zero. Again, this reflects the

13 fact that the state of Arizona is substantially in one MTA.

14

15

16

17

18

Q. GIVEN THE FACTS, WHAT WOULD BE THE EFFECT OF
REQUIRING WIRELESS CARRIERS TO PAY INTO AN
EXPANDED AUSF FOR THE PURPOSE OF PRESERVING
ALECA MEMBERS' INTRASTATE ACCESS REVENUE
STREAMS, AS ALECA RECOMMENDS?

19 In short, the effect would be to force wireless carriers and their customers

20 to subsidize access services that they do not use.

21
22
23

Q- WOULD REQUIRING WIRELESS CARRIERS AND THEIR
CUSTOMERS TO CONTRIBUTE TO AN EXPANDED AUSF
HAVE OTHER NEGATIVE CONSEQUENCES?

24 Yes. noted above that wireless coniers have entered into interconnection

A.

A.

54 See, e.g., AT&T/Aron Direct at 41-44.
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1 agreements with a number of LECs in Arizona. Where parties have

2 agreed that the volume of interdaTA traffic is zero, they have thus agreed

3 that the LECs are not due any "access" compensation (because all traffic is

4 compensated at the rate for "local" traffic). A decision to require wireless

5 carriers and their customers to pay into an expanded AUSF in order to

6 replace the ALECA members' foregone access revenues would

7 circumvent and conflict with the agreed terms and intent of the parties'

8 negotiated and Commission-approved interconnection agreements. This is

9 yet another reason why the Commission should not expand the AUSF as

10 proposed by the ALECA members to compensate them fully for foregone

11 access revenues. To do so would be contrary to sound public policy,

12 would not be competitively neutral to providers in the marketplace, and is

13 in no way appropriate in or consistent with a competitive environment.

14
15

Q- DO OTHER PARTIES AGREE WITH VERIZON, AT LEAST IN
PART?

16 Yes. For example, Dr. Aron acknowledges that allowing the ALECA

17 members to recover foregone access revenue through increased retail rates

18 is "from a purely economic perspective, [a] generally superior"

19 approach.55 She goes on to explain that such an approach is preferable,

20 because it utilizes "society's scarce resources in a way that maximizes the

21
5overall consumer welfare that those resources can produce." 6 Also,

A.

55 IN_ at 90.
56 Id. at91.
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1 Cox's witness Mr. Garrett points out that the effect of requiring all coniers

2 to reduce their intrastate switched access rates but allowing only certain

3 classes of cam'ers to recover such foregone revenues firm the AUSF "will

4 inevitably distort competition."57 Sprint's witness Mr. Appleby observes

5 that "[a]llowing LECs to recover revenue from their own end user services

6 exposes that revenue to the rigors and efficiency of competition,"58 a

7 concept that is echoed by the Joint CLECs' witness, Mr. Denney.59 Thus,

8 expanding the AUSF as a means of replacing ALECA members' foregone

9 access revenues is simply not sound public policy, because of the negative

10 implications on competition and because such an approach fails to

11 maximizeconsumer welfare.

12 And Staff observed that with one exception, Qwest is the only

13 Arizona ILEC to have had its rates examined in the past decade, allowing

14 for "no bona fide recent sense" of the remaining ILE Cs' financial

15 condition, "other than their assertion that they need AUSF in order to

16 survive the decline in access revenues."60 As Staff rightly observed, "it is

17 not equitable to require customers of other companies to subsidize the

18 ALECA membersbased solely on anecdotal statements ofneed."61

57 See Cox Direct at 5. Even the Joint CLECs concede that AUSF funds should not be used to
replace CLEC revenues lost as a result of access reform. See Jt. CLEC Direct at 60.
58 See Direct Testimony of James A. Appleby on behalf of Sprint, filed December 1, 2009
("Sprint Direct") at 22.
59 See Jr. CLEC Direct at 10.
60 See staff Direct at 19.
61 14_ (emphasis added).
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1

2

3

4

Q. DOES VERIZON HAVE ANY RECOMMENDATIONS IN THE
EVENT THE COMMISSION NONETHELESS PROCEEDS TO
EXPAND THE AUSF TO SERVE AS AN ACCESS REVENUE
REPLACEMENT MECHANISM?

5 Again, Verizon is strongly opposed to this approach. There has been no

6 factual showing justifying such an expansion of the AUSF. However, if

7 evidence was presented proving that affordable alternatives do not exist at

8 certain specific locations and that AUSF is the only means to assured

9 affordable service to those areas, the Commission must ensure that it

10 tightly constrains the AUSF.

11 Thus, at minimum, the following conditions would be necessary:

> CLECs have significant pricing flexibility and no legacy policy
burdens, and should not receive subsidies for the long-overdue
rationalization of their intrastate switched access rates.

> In keeping with Staff' s recognition that it is inequitable to require
other carriers to subsidize ALECA's members "based solely on
anecdotal statements of need," the Commission should not
automatically authorize recovery from the AUSF for foregone
access revenues. Instead, any can'ier seeking recovery from the
AUSF for such revenues should not only be required to increase its
local retail rates to an appropriate Commission-set benchmark, but
should also be required to demonstrate (through a factual showing,
and not simply a sworn assertion) that it cannot continue to provide
basic local service in a specific area without continuing to receive
a subsidy.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

A.

> The Commission should cap the size of the AUSF and set an end
date for the availability of temporary AUSF subsidies for foregone
access revenues that is no more than three years in the future. The
fund should not serve as a permanent access revenue replacement
mechanism, failure to curtail this possibility would perpetuate the
competitive hands created by the current access system (as one set
of can'iers would continue to subsidize another). The AUSF
should be phased out completely within no more than three years
of its initiation.
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> As discussed in more detail below, wireless and VoIP providers
should be exempted from contributing to the AUSF for access
revenue replacement purposes.

> The AUSF, and coniers' draws from it, should be resized annually
to account for reductions in intrastate access minutes of use and
access lines. Otherwise, ALECA members would reap the
windfall of subsidies based on levels of traffic that have declined
over time as a result of competition.

1

2

3

4

5

6

7

8

9

10

11 Iv. OTHER RESPONSES TO INDIVIDUAL PARTIES

12

13

Q- ARE THERE OTHER ISSUES YOU'D LIKE TO ADDRESS IN
ADDITION TO THESE TWO MAIN ONES?

14 Yes. I will briefly address a few addit ional points made by each

15 individual party, starting with Staff

16

17

Staff of the Arizona Commerce Commission ("StafP')

18

19

Q- IS THE STAFF'S TESTIMONY GENERALLY ALIGNED WITH
VERIZON'S RECOMMENDATIONS?

20 Yes. Staff recognizes that the current intrastate switched access regime is

21 susceptible to arbitrage and that reform would bring a number of

22 ]3€I1eHts-62 Staff and Verizon are in agreement on the core

23 recommendation -. that the intrastate switched access rates of both RLECs

24 and CLECs be reduced to Qwest's 1evels63 - although Verizon's proposal

25 would result in more rapid implementation than Staffs, expediting the

26 benefits of access reform in Arizona.

A.

A.

62 See staff Direct at 9.
63 Id. at 2. Like Verizon, Staff does not recommend further reductions in Qwest's intrastate access
rates at this time. Id. at 3.
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1 Staff proposes that CLECs' intrastate switched access rates be

2 capped at the level of the ILE Cs with which they compete, but as

3 explained above (and as acknowledged by Staff), this ultimately results in

4 the same effect as ordering CLECs to cap their intrastate access rates at

5 Qwest's levels, because the ILE Cs' rates would also be capped at Qwest's

6 1eve1s.64 In other words, Verizon's proposal is effectively identical to

7 Staff s, but presented as a single standard applicable to all LECs.

8

9

10

11

Q- PLEASE EXPLAIN YOUR STATEMENT ABOVE THAT,
COMPARED WITH STAFF'S RECOMMENDATION, VERIZON'S
PROPOSAL FOR IMPLEMENTATION WOULD EXPEDITE THE
BENEFITS OF ACCESS REFORM IN ARIZONA.

12 Staff's primary proposal would prohibit ALECA members from

13 recovering lost access revenues from the AUSF unless they have no other

14

15

source of replacement revenue, and as a result, would require them to

make an R14-2-103 filing seeking to increase their local rates.65 After the

16 Commission completed its R14-2-103 review, and depending on the

17 results of the review, the RLEC would then possibly be entitled to seek

18 AUSF funds. If ALECA members would not be required to reduce their

19 intrastate access rates to Qwest's levels until completion of the

20 investigation and review, then Verizon and Staffs approaches diverge,

21 since under the Staffs proposed process, it would take a number of years

A.

64 14_ at 11.

65 Id.at 27.
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1 to realize the benefits of access reductions, because a rate case would need

2 to be completed for every ALECA member before reductions could occur.

3 Q- BUT DIDN'T STAFF OFFER AN ALTERNATIVE PROPOSAL?

4 Yes. Staff stated that if the Commission wished to proceed with access

5 reform more expeditiously, it could allow ALECA members to obtain

6 temporary AUSF support on a revenue-neutral basis until they had

7 completed a full R14-2-103 proceeding, which would have to be filed

8 within a  year  of the Commission awarding them temporary AUSF

9 funding. At that time, the Commission would consider whether to allow

10 each RLEC to raise retail rates and/or continue to receive AUSF support

11 on a demonstration that authorized rate increases were insufficient to

12 recover foregone access revenues.66 Staff proposed a staggered filing

13 schedule that would not require the Hist such R14-2-103 filing to be made

14 until a year after the issuance of an order to reduce access rates, and the

15 last filing not until three and half years after the Commission's order.67

16 Adding in the time it would take actually to conduct and complete the

17 R14-2-103 reviews, it would be upwards of four or more years before the

18 "temporary" AUSF support to ALECA members could be terminated.

19
20

Q- DOES VERIZON AGREE WITH STAFF'S "ALTERNATIVE"
PROPOSAL?

A.

66 Id.

67 Id. at 27-28.
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1 No, for the following reasons. First, LECs should look to their own

2 customers rather than their competitors (and their customers) for any

3 needed funds. In this regard, the Commission should recognize that the

4 significant intermodal competition that exists in Arizona serves to limit the

5 rates that competitors can charge, so a market mechanism is already in

6 place that ensures consumers have access to services at reasonable rates.

7 Second, a "temporary" fund would take on a life of its own and be

8 extremely difficult to dissolve. Because consumers will bear the burden of

9 any expanded AUSF, it is unreasonable to impose such a burden without

10 evidence that demonstrates it is required and without strict constraints on

11 the fund.

12 Q- HOW DOES VERIZON'S PROPOSAL DIFFER FROM STAFF'S?

13 Verizon's proposal would implement all access rate reductions within 30

14 days of a commission order directing the reductions to be made and would

15 allow the ILE Cs immediate retail pricing flexibility. Verizon urges the

16 Commission to enter an order capping the intrastate access rates of all

17 LECs at the composite of the Qwest intrastate switched access rate

18 elements for the filnctions that the LEC at issue actually performs in

19 rovidin its switched access service.68 Verizon ro uses that the orderp g p  p

20 further direct that if a LEC's current intrastate access rate complies with

A.

A.

68 See Verizon Direct at 20.
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1 the new cap, it should file, within 30 days, a sworn affidavit attesting that

2 its current intrastate switched access tariff is in compliance with the order.

3 If a LEC's current intrastate access rates do not comply with the

4 new cap, the order would require the LEC to file, within 30 days, both a

5 new intrastate switched access tariff that complies with the order (bearing

6 an effective date no later than 30 days after the order) and a sworn

7 affidavit attesting that the new intrastate switched access tariff complies

8 with the order. To the extent that the retail rates of any LEC required to

9 file a new intrastate switched access tariff as a result of the order are not

10 already subject to pricing flexibility, the LEC could adjust its retail rates

11 or choose to absorb the reduction with its other revenue streams. Verizon

12 proposes that the LEC be permitted to quantify the revenue reduction

13 associated with the ordered access reductions and file proposed retail tariff

14 changes within 30 days of the order.

15

16

Q. WHAT MECHANISM DOES VERIZON RECOMMEND FOR
PROCESSING THE ALECA MEMBERS' TARIFF FILINGS?

17 Verizon recommends that the Commission allow the ALECA members'

18 proposed retail rates to become effective on a temporary basis, pending

19 completion of a simplified earnings review mechanism, along the lines of

20 the process discussed by Qwest witness Copeland. Such an approach

21 would accomplish access reform in a timely manner. In fact, a simplified

22 review mechanism should be used to implement whatever decision the

A.

69 See Qwest/Copeland Direct at 6.
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1 Commission reaches in this proceeding. Procedural delay would be

2 particularly harmful where, as here, there is wide agreement among the

3 parties on the competitive and consumer benefits that would result from

4 access reform inArizona.

5

6

7

Q- DOES STAFF AGREE WITH VERIZON THAT THE
COMMISSION SHOULD PERMIT CARRIERS TO ENTER INTO
SWITCHED ACCESS AGREEMENTS?

8 Yes. Like Verizon, Staff supports permitting CLECs to enter into off-

9 tariff switched access agreements. As explained in my direct testimony,

10 the FCC has recognized that market-based mechanisms are the best way to

11 produce efficient prices and promote the public interest.70 Negotiated

12 intercarrier compensation agreements are the best long-term solution to

13 ensuring the efficiency of telecommunications markets in the face of

14 substantial technological change. Among other advantages, this kind of

15 approach, by virtue of being technologically neutral, adapts more easily to

16 changing technologies, encouraging their introduction without the need to

17 modify the regulatory regime.

18 Staff suggests that the commission require such agreements to be

19 filed with the commission, require CLECs to modify their tariffs to allow

20 for such agreements, and require CLECs to make the same contractual

A.

70 See Access Charge Reform; Price Cap Performance Review for Local Exchange Carriers; Low-
Volume Long Distance Users; Federal-State Joint Board On Universal Service, Sixth Report and
Order in CC Docket Nos. 96-262 and94-1, Report and Order in CC Docket No. 99-249, Eleventh
Report and Order in CC Docket No. 96-45, 15 FCC Rcd 12962, 11178 (May 31, 2000) ("CALLS
Order").
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1 terms available to all similarly situated can*iers.71 Verizon agrees with

2 Staff' s suggestions.

3

4

5

6

7

8

Q- STAFF RECOMMENDS THAT IXCS SHOULD BE REQUIRED TO
MAKE FILINGS CONFIRMING THAT THEY HAVE PASSED
THROUGH TO THEIR CUSTOMERS THE SAVINGS THAT
WOULD RESULT FROM ACCESS RATE REDUCTI()NS_72
WHAT IS VERIZON'S POSITION ON STAFF'S PROPOSED
FLOW-THROUGH REQUIREMENT?

9 Verizon certainly agrees that access rate reductions should and will benefit

10 cu$tQmets.73 However, Staffs proposed flow-through requirement74

11 would constrain the ways in which the customer benefits of access

12 reduction can materialize. As several witnesses have explained, reducing

13 intrastate access rates will enhance competition in the long distance

14 market and thereby benefit consumers. Competition in that market will

15 ensure that retail long distance rates include the effects of access cost

16 savings. This is because of the simple truth that in a competitive market,

17 long distance carriers that refuse to pass along the benefits of cost savings

18 will lose customers to those that do.

19 In such a highly competitive market, there is no need for the

20 Commission to impose a rigid flow-through requirement that would

21 constrain the ways in which customer benefits can arise. Cost savings

22 may be reflected in reduced rates, or in rates that stay the same because

A.

71 See Staff Direct at 3.
72 Id. at 13.
73 See Staff Direct at 12, AT&T/Aron Direct at 105, AT&T/Oyefusi Direct at 40-42
74 Id. at 13.
75 There can be no question that the market for long distance services is highly competitive, in
stark contrast with the market for access services.
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1 the savings have offset other cost increases, or in a smaller rate increase

2 than otherwise would have been implemented. Also, competitors in the

3 long distance market may choose to invest the savings in advanced

4 technology, improved service quality or customer service, or they could

5 introduce new services or features, thereby bringing tangible benefits to

6 consumers in other ways. Competition will ensure that such benefits are

7 passed along to consumers in one way or another, obviating the need for

8 regulatory intervention.

9 Moreover, implementing a flow-through requirement - even if it

10 were othewvise lawful and made sense in a competitive market (and it

11 does not) -- would be impractical given the wide variety of long distance

12 services available today. For example, customers can choose from a

13 block-of-time toll calling plan, a flat-rate, all-distance calling package, a

14 pre-paid calling card, or various other plans to satisfy their long distance

15 service needs. Given the differing rate plans and the various ways in

16 which consumers pay for retail interexchange service (e.g., as one

17 component of a bundled service package, flat-rate, per-minute or

18 combination thereof), it would be impractical to impose-and impossible

19 to police-a flow-through requirement. Similarly, since many

20 customers-especially business customers--obtain service via contracts

21 that set forth the rates, terms and conditions of service (often on a multi-

22 state basis), it would be extremely impractical (and likely impossible) to

23 attempt to jury-rig a flow-through requirement that could apply to
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1 contractual arrangements. Nevertheless, if the Commission requires

2 meaningful access reductions, Verizon would be willing to eliminate its

3 Instate Access Recovery Fee, which is paid by certain residential

customers in A1`iZOT13.764

5

6

7

Q- STAFF OPPOSES ALECA'S PROPOSAL TO USE THE AUSF FOR
HIGH COST LOOP FUNDING SUPPORT. DOES VERIZON
AGREE WITH STAFF ON THIS POINT?

8 Yes. ALECA's proposal is nothing more than a solution in search of a

9 problem. ALECA proposes that the Commission create an entirely new

10 fund-and impose additional burdens on all Arizona consumers-without

11 any evidence that the costs at issue are not already being recovered

12 through other rates and without any justification or attempt to tie this to

13 universal service needs. Staff noted that ALECA's proposal would

14 require approximately $9 million in additional AUSF support and thus

15 recommended that the Commission take no action at this time and instead

16 "await further action with respect to the federal funding mechanism."77

17 Verizon agrees wholeheartedly. Staff rightly expresses significant

18 concern about ALECA's proposal for a substantial additional increase in

19 the AUSF (above and beyond that associated with ALECA's proposal to

20 expand the AUSF to serve as an access revenue recovery mechanism). I

A.

Verizon's Instate Access Recovery Fee is a monthly fee of $1.40 that is assessed on certain
residential customers utilizing the company's stand-alone long distance service. The fee applies
only to those customers who have a minimum amount of long distance usage charges in the billing
period. See Arizona Tariff No. 2, Price List, IS Revised Page A-54.
77 See Staff Direct at 22-23, ALECA Direct at 11.

76
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1 agree with Staff's recommendation that the Commission reject ALECA's

2 proposal.

3

4

5

6

Q- DOES VERIZON ALSO AGREE WITH STAFF'S REJECTION OF
ALECA'S PROPOSAL TO FUND CENTRALIZED
ADMINISTRATION AND AUTOMATIC ENROLLMENT IN
LIFELINE AND LINK-UP?

7 Yes, for all the reasons Staff outlines.78

8 Arizona Local Exchange Carrier Association ("ALECA")

9 Q. DOES VERIZON AGREE WITH ALECA'S POSITION?

10 For all the reasons I discussed above in Section III of my testimony, I

11 disagree with ALECA's proposal to allow its members to recover from a

12 greatly-expanded AUSF-on a dollar-for-dollar basis-all of the member

13 companies' intrastate access revenues foregone as a result of access

14 79reform.

15 There are, however, a few areas on which Verizon agrees with

16 ALECA witness Mr. Meredith. For example, I agree that reducing

17 intrastate access rates brings about various benefits, including the

18 promotion of competition and a reduction in the incentive to engage in

19 arbitrage. I also concur with his recommendation that the benchmark for

20 ALECA members should be Qwest's switched access rates, rather than

21 their own interstate rates.

A.

A.

78 Id. at 24-26.
79 See ALECA Direct at 6-8.
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1 Q. DOES VERIZON OBJECT TO ALECA'S PROPOSAL TO
ACHIEVE INTRASTATE ACCESS REFORM USING THE AUSF
AS A "MAKE-WHOLE" MECHANISM?

2
3

4 Yes. For all the reasons discussed above in Section III of my testimony,

5 expanding the current AUSF as suggested by Mr. Meredith, is, among

6 other things, contrary to sound public policy. The preferable approach, as

7 noted in my direct testimony, would be to grant those coniers greater retail

8 pricing flexibility for rate-regulated services, as this would afford rate-

9 regulated camlets a sufficient opportunity to recover their network costs

10 from their own customers, rather than from competitors.80 These

11 measures would both curtail the artificial subsidies that exist in the current

12 intrastate access regime, and encourage all camlets to operate efficiently,

13 as is appropriate in a truly competitive environment.

14
15

Cox Arizona Telecom.. L.L.C. ("Cox")

16

17

Q- DOES VERIZON AGREE WITH COX'S POSITION IN THIS
PROCEEDING?

18 There is very little agreement. Cox urges the Commission not to take any

19 action and instead await federal action on access and intercarrier

20 compensation reform, in part due to the unsupported assertion that

21 arbitrage can "only" be curtailed by addressing access reform through a

national framework.8122

23
24

Q- DOES COX AT LEAST CONCEDE THAT REFORM WOULD BE
BENEFICIAL?

A.

A.

80 See Verizon Direct at 20, 21; see also AT&T/Aron Direct at 90-91.
an See Cox Direct at 3, 5-6.
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1 Yes and no. On the one hand, by urging the Commission to allow the

2
. . . . 82

FCC to act on lntercamer compensatlon issues, Cox appears to

3 recognize the need for access reform, and to consider it a worthy goal.

4 Yet, Cox appears to dispute the benefits of access reform in light of the

5 "shift in consumer behavior" towards use of alternatives to traditional

6
. . . 83 . . . .

w1re11ne sewlce. The flaw in Cox's reasoning is that Mr. Garrett ignores

7 that the ongoing failure to reform the access charge system may be a

8 factor in the "shift" to which he refers. That is, the artificial wholesale

9 pricing disparities in the current intrastate access regime may have

10 contributed to customers choosing alternate technologies such as wireless

11 services. Verizon's access reform recommendations would lessen any

12 such disparities, move pricing toward true costs and let the competitive

13 market provide benefits to customers..

14

15

16

17

18

Q. COX DOES OFFER SOME RECOMMENDATIONS IN THE
EVENT THAT THE COMMISSION DECIDES TO PROCEED
WITH ACCESS REFORM NOW RATHER THAN AWAITING
FCC ACTION. WHAT ARE YOUR THOUGHTS ON COX'S
PROPOSALS?

19 As noted in Section II of my testimony above, I disagree with Cox's

20 recommendation that the Commission focus initially on the intrastate

21 switched access rates charged by RLECs, and address CLEC (and large

22 ILEC) rates later.84

A.

A.

82 Id. at 3.
83 Id. at 4.

84 Id. at 7.



Reply Testimony of Don Price on behalf of Verizon
ACC Docket Nos. RT-00000H-97-0137/T-00000D-00-0672

February 5, 2010
Page 41

1 As also noted above, I cannot concur in Cox's suggestion that the

2 Commission allow CLECs to maintain intrastate access rates that exceed

3 those of the ILE Cs, and allow CLECs an extended transition period if they

4 ultimately are required to reduce their rates.85

5
6
7
8
9

10

Eschelon Telecom of Arizona, Ire.; Mountain Telecommunications.,
Ire.; Electric Lightwave, LLC; McLeodUSA Telecommunications Services,

Inc. d/b/a PAETEC Business Services; tw Telecom of Arizona lac;
and X0 Communications Services, Inc.

("Joint CLECs")

11

12

Q- DOES VERIZON AGREE WITH THE JOINT CLECS' POSITIONS
IN THIS PROCEEDING?

13 No. The one area of agreement is on the Joint CLECs' recommendation

14 that CLECs not be permitted to recover lost access revenue from the

15 AUSF should the Commission decide that it may be appropriate to expand

16 the fund to serve as an access revenue recovery mechanism for some

17 camlets in the state.86 Mr. Denney stated that he was "not aware of any

18 state that has established such a fund for CLEC access revenue

19
87 . . .

recovery," and nelther am I. Thls is for good reason because (as I have

20 discussed in both my direct testimony and here) CLECs are not burdened

21 with the legacy regulations and obligations imposed upon incumbent

22 coniers, and they have substantial pricing flexibility to recover any lost

23 access revenues through retail rate modifications.

A.

85 Id. at 3.
86 See Jr. CLEC Direct at 60.
8714.
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1

2

3

4

5

Q- WHAT IS VERIZON'S RESPONSE TO THE JOINT CLECS'
RECOMMENDATION THAT THE COMMISSION SHOULD
EXPAND THE SCOPE OF THIS PROCEEDING TO "ESTABLISH
RATES THAT WIRELESS CARRIERS PAY TO LECS TO
TERMINATE INTRASTATE, INTRAMTA TRAFFIC"?88

6 This issue is not within the scope of the proceeding, and the Joint CLECs

7 have provided no valid reason to expand the scope to include the issue.

8 Wireless carriers were not provided notice that the issue would be

9 addressed in this proceeding, and to add this new issue now would be

10 unfair to the various entities that potentially would be affected by

11 including the issue at this late date. Furthermore, I cannot see any reason

12 for expanding the scope of the proceeding as recommended by the Joint

13 CLECs other than to make the Commission's task more difficult. Given

14 the importance and complexity of the access reform issues already within

15 the scope of the proceeding, the Commission should decline to expand the

16 scope.

17 My disagreement with the remainder of Joint CLEC's testimony

18 has been addressed by my discussion above.

19
20

Qwest Corporation and Qwest Communications Company, LLC ("Qwest")

21
22

Q- ARE THERE AREAS OF AGREEMENT BETWEEN VERIZON
AND QWEST IN THIS PROCEEDING?

23 Yes. Verizon agrees with several points made by Qwest, and many of

24 those have already been addressed. In addition, Verizon agrees with

25 Qwest that the cost of providing access service need not be a focus of this

A.

A.

as See Jt. CLECDirect at 22.
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1
. 89 . .

proceeding. As explalned by several partles, access rates were not

2 originally set based on cost. Instead, they were set well above the

3 economic cost of providing access services to provide a contribution that

4 kept basic local rates artificially low. For all the reasons discussed above,

5 this social policy objective has been met, and with Verizon's

6 recommendation that all LECs be allowed pricing flexibility to recover

7 lost access revenues, maintaining such contributions is no longer

8 reasonable or appropriate. Furthermore, the FCC established its

9 benchmark for 'just and reasonable" CLEC interstate access rates without

10 engaging in an anachronistic cost of service analysis, and this Commission

11 can (and should) do the same in the intrastate context.

12

13

Q- ARE THERE ALSO POINTS WHERE QWEST AND VERIZON'S
RECOMMENDATIONS DIVERGE?

14 Yes there are. Qwest is amenable to allowing coniers to recover lost

15 access revenues from the AUSF, albeit only if certain benclnnarks and

16
. . 90 . . .

rare ulsltes are met. However as ex lalned above and in m dlrect7

17 testimony, it is not appropriate to augment the AUSF for such purposes. It

18 is time to stop perpetuating the artificial subsidies of the current access

19 regime and establish policies that allow carriers to recover a greater

20 portion of their network costs from their own end users.

A.

89 See Direct Testimony of Peter B. Copeland on behalf of Qwest, filed December 1, 2009
("Qwest/Copeland Direct") at 6.
90 See, e.g., Qwest/Eckert Direct at 3, Qwest/Copeland Direct at 5-6.
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1

2

3

4

Q- DOES QWEST RECOMMEND LETTING ALL CARRIERS THAT
ARE REQUIRED TO REDUCE THEIR INTRASTATE SWITCHED
ACCESS CHARGES RECOVER THOSE LOST REVENUES
FROM THE AUSF?

5 Apparently so (albeit not without making certain threshold showings).

6 However, for the reasons I have mentioned previously (both above and in

7 my direct testimony), it is inappropriate to allow any coniers to recover

8 lost access revenue from the AUSF. It would be particularly egregious to

9 allow CLECs to do so, given their lack of legacy regulation and their

10 substantial ability to recover any access reductions they choose not to

11 absorb from their local retail rates. As I mentioned above, I am unaware

12 of any state that has authorized allowing non-ILECs to recover lost access

13 revenues from a universal service fund, and with good reason.

14

15

16

Sprint Communications Company, L.P., Sprint Spectrum, L.P.
and Nextel West Corp. ("Sprint")

17

18

19

Q- SPRINT URGES IMMEDIATE INTRASTATE ACCESS RATE
REDUCTIONS IN ARIZONA - DOES THIS MEAN VERIZON
AGREES WITH SPRINT'S PROPOSAL?

20 While Verizon certainly shares Sprint's goal of rationalizing and

21 reforming the current intrastate switched access charge regime in Arizona,

22 Verizon differs with Sprint on the best means of achieving this goal.

23 Sprint recommends that the Commission require all LECs in Arizona,

24 including Qwest, to mirror their own interstate rates.9] As discussed both

25 above and in my direct testimony, Verizon believes that Qwest 's intrastate

A.

A.

91 See Direct Testimony of James A. Appleby on behalf of Sprint, filed December 1, 2009 ("Splint
Direct") at 20-21.



Reply Testimony of Don Price on behalf of Verizon
ACC Docket Nos. RT-00000H-97-0137/T-00000D-00-0672

February 5, 2010
Page 45

1 rates should serve as a benchmark for all carriers. Verizon's proposal

2 satisfies Sprint's goal of avoiding the necessity of lengthy and expensive

3 cost review proceedings, but has the added benefit of proposing rates that

4 have been subject to the greatest degree of review and have already been

5 found "just and reasonable" by this Commission. For these reasons,

6 Qwest's current intrastate access rates should be used as the standard for

7 all carriers in the state.

8

9

10

11

12

13

Q- DO YOU AGREE WITH SPRINT THAT IF A LEC WHICH HAS
BEEN REQUIRED TO REDUCE ITS INTRASTATE ACCESS
RATES SEEKS AUSF SUPPORT, THE COMMISSION SHOULD
FIRST REQUIRE THE LEC TO DEMONSTRATE SUCH NEED
THROUGH A THOROUGH FINANCIAL REVIEW OF ITS
TOTAL OPERATIONS?

14 As noted both here and in my direct testimony, Verizon is strongly

15 opposed to expanding the AUSF to serve as an access recovery

16 mechanism. However, if the Commission disregards Verizon's

17 recommendations, I would agree with Sprint that the Commission should

18 at least require a LEC seeking such support to make a strong factual

19 showing that it camlet recover lost access revenues through revised retail

20 rates, that it can only cover its costs of providing local service with

21 support from the AUSF, and that alternatives are not available to its

22

A.

customers at affordable rates.
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1

2

3

4

AT&T Communications of the Mountain States and TCG Phoenix
("AT&T")

5

6

Q- IS THERE ANY COMMONALITY BETWEEN AT&T'S AND
VERIZON'S POSITIONS IN THIS PROCEEDING?

7 Yes, there is a fair amount of overlap. Verizon neither shares AT&T's

8 willingness to allow at least partial recovery of access revenues foregone

9 as a result of Commission-ordered rate reductions from the AUSF (which

10 would require increasing the AUSF),92 nor supports AT&T's proposal to

11 require all LECs in Arizona to mirror their interstate rates (already

12 addressed above in my response to Sprint).93 However, as noted in the

13 introductory section of my testimony, I agree with the AT&T witnesses

14 that intrastate access rate reductions in Arizona are sorely needed, and that

15 access reform in Arizona would likely result in lower long distance rates.94

16 AT&T appropriately recognizes that a cap on CLECs' intrastate access

17 rates is warranted, just as the FCC has already implemented on the

18
. . 95
interstate slde.

19
20

Q- WITH WHICH ASPECTS OF AT&T'S POSITION IN THIS
PROCEEDING DOES VERIZON TAKE ISSUE?

A.

92 See AT&T/Oyefusi Direct at 7, 51-52.
93 See AT&T/Oyefusi Direct at 6, 22, 25. Dr. Oyefusi claims that using carriers' interstate rates as
a benchmark will simplify their access billing because one set of rates will apply to all toll traffic
(id. at 45), but this is simply incorrect. Carriers' billing systems will continue to have to separate
traffic into various jurisdictional buckets, and the systems will continue to be populated with
specific rates for each distinct type (or jurisdiction) of traffic.
94 See AT&T/Aron Direct at 27-37, 51-65, AT&T/Oyefusi Direct at 40-42. Dr. Oyefusi identifies
specific rates that AT&T will reduce if its recormnendations are adopted.
95 See AT&T/Oyefusi Direct at 23-24, AT&T/Aron Direct at 86.
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1 One major concern is AT&T's willingness to allow the AUSF to be used

2 as an access recovery mechanism - and thereby to grow precipitously, to

3 the detriment of both carriers and their customers, who would have to

4 finance the expansion of the fund. Although one AT&T witness - an

5 economist - observes that retail price modifications "would be the most

6 economically efficient means" of recovering access revenues foregone as

7 a result of rationalizing Arizona's current intrastate switched access

8 regi1ne,96 AT&T does not oppose AUSF expansion as pan of intrastate

9 access reform, provided that it is coupled with some degree of recovery

10 through local retail rates.97 AT&T takes this position while recognizing

11 that safeguards already exist under the current state and federal Lifeline

12 and Link-Up plans to ensure that low-income customers remain on the

13 public switched network, even in the event of retail rate changes.98 For all

14 the reasons I have discussed, Verizon disagrees with an expansion of the

15 AUSF.

16

17

18

19

Q- DOES VERIZON ENDORSE AT&T'S PROPOSAL, ECHOED BY
SPRINT, THAT THE COMMISSION REQUIRE ALL CARRIERS
TO MIRROR THEIR OWN INTERSTATE SWITCHED ACCESS
RATES?

A.

96 ld. at 14, 90-91.
97 That said, AT&T does state that AUSF recovery for lost access revenues should not be
authorized on lines for which the service provider has full pricing flexibility, nor on unregulated
bundles. See AT&T/Aron Direct at 88-89. AT&T also cautions against the dangers of allowing
AUSF recovery for lost access revenues in the absence of a local service rate benchmark, or a
benchmark that is too low, since either condition would increase carriers' draw from the AUSF,
creating new economic and competitive distortions (id. at 101) in the effort to remedy the ones
caused by the current intrastate access regime. While Verizon remains opposed to AUSF recovery
for foregone access revenues, I do agree with these two points made by AT&T if the AUSF does
play a role in access reform.
is Id. at 99.
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1 No. While Verizon supports the goal of intrastate switched access rate

2 reductions, it is more appropriate to require all LECs to mirror Qwest's

3 intrastate switched access rates (versus each LEC's own interstate rates).

4 AT&T's Dr. Oyefusi claims that many states have adopted its proposed

5 a roach99 - which it refers to as a " grit re uirement" -- but AT&T'spp p y q

6 proposal is not the norm for states that have proceeded with intrastate

7 access reform, and I disagree with Dr. Oyefusi's characterization for a

8 number of the listed states.10° Typically, there is no parity requirement, or

9 to the extent there is, it is because the state's largest LEC has either been

10 ordered to, or agreed to, take its intrastate access rates down to interstate

11 levels (but other LECs in the same state have not done so).

12 Residential Utilitv Consumer Office ("RUCO")

13 Q, DOES VERIZON HAVE A RESPONSE TO RUCO'S TESTIMONY?

14 RUCO's recommendation is that the Commission should carefully

15 consider all arguments and information before reaching a decision, and

16 should act in the public interest, rather than to the benefit of any specific

A.

A.

99 See AT&T/Oyefusi Direct at 48 and Exhibit F thereto.
100 For example, Indiana does not require mirroring of interstate rates. Indiana statute simply
provides that intrastate switched access rates that "mirror the provider's interstate rates" shall be
deemed just and reasonable. See Ind. Code § 8-1-2.6-1.5. The Wisconsin statute only requires
price-regulated coniers with more than 150,000 access lines to cap their intrastate switched access
rates at their interstate levels, but does not require this for all LECs. See Ch. l96.196(2)(b)1., Wis.
Stats. In fact, in late 2009, the Wisconsin Commission opened a new docket - PSCW Docket No.
5-TR-105 - to investigate overarching access reform in Wisconsin. In Georgia, Kentucky,
Termessee and other states, AT&T and AT&T alone has an ongoing parity requirement as a result
of its election of various types of regulation or pursuant to a settlement. Many of Dr. Oyefusi's
other citations are similarly overstated.
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1 set of can"iers.101 Verizon agrees with this proposition. However, RUCO

2 offers no specific proposal for achieving it, so there is little to which

3 Verizon can respond.

4

5

6

7

8

9

10

11

Q, RUCO WITNESS DR. JOHNSON ARGUES THAT "IT MAKES NO
ECONOMIC SENSE TO IMPOSE THE ENTIRE COST OF THE
ACCESS LINE, AS PART OF THE PRICE OF LOCAL SERVICE,
ON THE PARTICULAR END USER WHO REQUESTS
INSTALLATION OF THE LINE_"102 WOULD VERIZON'S
PROPOSALS HAVE THE EFFECT OF IMPOSING "THE ENTIRE
COST OF THE ACCESS LINE" ON THE ALECA MEMBERS'
END USERS?

12 No. Verizon has proposed that the Commission utilize Qwest's current

13 intrastate access rates as the benchmark for the ALECA members. The

14 Qwest intrastate access rates are set well above economic cost, meaning

15 that those rates contain a contribution toward joint and common costs,

16 including the cost of the local loop. So leaving aside any disagreement I

17 might have with Mr. Johnson's cost allocation theories, the Commission

18 need not be concerned with the scenario Dr. Johnson portrays.

19 v. CONCLUSION

20 Q- DOES THIS CONCLUDE YOUR REPLY TESTIMONY?

21 Yes.

A.

A.

101 See Direct Testimony of Ben Johnson, PhD, on behalf of RUCO, filed January 6, 2010
("RUCO Direct") at 48, for example.
102 See RUCO Direct at 28.
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1 INTRODUCTION

2

3

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS
ADDRESS.

4

5

My name is Don Price. I am a Director - State Public Policy for Verizon.

My business address is 701 Brazos, Suite 600, Austin, Texas, 78701.

6

7

8

9

ARE YOU THE SAME DON PRICE WHO ON VERIZON'S
BEHALF FILED DIRECT TESTIMONY ON DECEMBER 1, 2009
AND REPLY TESTIMONY ON FEBRUARY s, 2010 IN THIS
PROCEEDING?

10 Yes, I am.

11

12

PLEASE DESCRIBE THE PURPOSE OF YOUR REJOINDER
TESTIMONY.

13

14

15

16

17

18

19

The purpose of my rejoinder testimony is to briefly respond to various

aspects of the reply testimony filed by other parties. My previously-filed

direct and reply testimony already addressed the majority of arguments

raised in the other parties' reply testimony, and I will not burden the

record by repeating my earlier discussion here. Thus, the fact that I do not

address some aspects of the parties' reply testimony here should not be

construed as agreement with that testimony.

20

21
22
23
24
25

A.

A.

A.

1.

11.

Q.

THE COMMISSION SHOULD REJECT THE COMPETITIVE
LOCAL EXCHANGE CARRIERS' (¢&CLECS999) ARGUMENTS IN
DEFENSE OF THEIR CURRENT ACCESS RATES AND SHOULD
TAKE IMMEDIATE ACTION TO REDUCE AND CAP CLECS'
INTRASTATE ACCESS RATES
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1

2

3

4

5

Q- IS THERE ANY MERIT TO THE JOINT CLECS' ARGUMENTS
THAT THE CLECS' MARKET POWER IS LIMITED TO
TERMINATING ACCESS, AND THAT THE COMMISSION NEED
NOT BE CONCERNED WITH CLECS' ORIGINATING ACCESS
RATE LEVELS?

6 No. First of the Joint CLECs' testimony is a blatantall,

7 mischaracterization of my Direct Testimony, because nowhere do I

8 "acknowledge that alleged market power in the [CLEC] access market is

9
. . . . 2

halted to telmlnatlng access."

10 Second, my testimony in this proceeding confirms that the CLECs'

11 market power exists for both originating and terminating switched access

12 service. At page 8 of my Direct Testimony,3 I noted that this market

13 power is particularly strong with respect to terminating access, but that it

14 also exists in the CLEC switched access market as a whole - including the

15 market for CLEC originating access. At page 8 of my Reply testimony,4 I

16 stated that "CLECs have market power in the provision of access services

17 when they handle interexchange calls originating from the CLEC5 }

18 customers and when they deliver interexchange calls for termination to the

19 CLEC's customers." I also noted the FCC's conclusion that CLECs'

20 access rates generally "[do] not appear to be structured in a manner that

A.

1 See Reply Testimony of Douglas Denney on behalf of the Joint CLECs, tiled February 5, 2010
("Jr. CLEC Reply") at 8-12.
2 Id. at 11, lines 1-3.
3 See Direct Testimony of Don Price on behalf of Verizon, filed December 1, 2009 ("Verizon
Direct") at 8.
4 See Reply Testimony of Don Price on behalf of Verizon, tiled February 5, 2010 ("Verizon
Reply") at 8 (emphasis added).
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1 allows competition to discipline rates."5 In reaching that conclusion, the

2 FCC observed "that CLEC originating access service may also be subject

3 to little competitive pressure, notwithstanding the fact that the IXCs

4 typically have a relationship with the local exchange provider in order to

5 be included on the LEC's list of prescribed IXCs."6 The FCC's

6 conclusion that CLECs' access rates are not disciplined by competition

7 expressly applies toboth terminating and originating access.

8 Third, in recent decision capping CLECs' access rates, the

9 Massachusetts Department of Telecommunications and Cable ("DTC")

10 rej ected the same arguments the Joint CLECs make here, concluding "that

11 the structural deficiencies the FCC identified as inhibiting market forces in

12 the interstate switched access market, similarly inhibit competition in the

13 intrastate originating switched access market among CLECs ...."7 I

14 explicitly referenced this decision in my Reply testimony, noting that the

15 "Massachusetts DTC found market failures in both the originating and

16 terminating CLEC switched access markets," and pointing out that the

17 DTC had concluded that "'the originating switched access market also is

18 not sufficiently competitive."'8

5 See Reform of Access Charges Imposed by Competitive Local Exchange Carriers, Seventh
Report and Order and Further Notice of Proposed Rulemaking, 16 FCC Rcd 9923 (April 26, 2001)
("CLEC Rate Cap Order") at 1] 32 (emphasis inoriginal), see also Verizon Reply at 8.
6 CLEC Rate Cap Order at1]29.
7 Petition of Verizon New England Inc. et al. for Investigation Under Chapter 159, Section 14, of
the Intrastate Access Rates of Competitive Local Exchange Carriers, Final Order, D.T.C. 07-9
(June 22, 2009) ("MA DTC Order") at 17 (emphasis added).
8 See Verizon Reply at ll (emphasis added),see also MA DTC Order at l l ,  14.
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1 Finally, although numerous states have imposed constraints on

2 CLECs' exercise of market power by capping CLEC access rates (the

3 lengthy list of citations is set forth at pages 15-16 of my Direct

4 Testimony), I am aware of just one that has acted to cap only CLECs'

5 terminating access rates. This too indicates that the market power that

6 CLECs have over intrastate switched access is not limited to terminating

7 access rates, as the Joint CLECs would have the Commission conclude.

8
9

10
11

Q- DO YOU AGREE WITH THE JOINT CLECS' ARGUMENT THAT
"THE MOST DIRECT WAY FOR AN INC TO CONTROL ITS
ACCESS COST IS TO ACQUIRE THE END-USER AS A LOCAL
CUSTOMER"?9

12 Not at all. The threat of retail competition will not force CLECs to lower

13 their intrastate switched access rates. The notion that competition for

14 retail end users will discipline CLECs' access rates over time ignores the

15 marketplace reality that coniers compete with each other for customers by

16 offering the best retail price for a service. End users care only about what

17 they have to pay their chosen supplier, not what that supplier may be

18 charging others for upstream services such as switched access. In other

19 words, carriers compete for end-user customers on the basis ofretail rates,

20 not switched access rates. In fact, if a CLEC lowers its retail rates to

21 compete in the retail market, it has the incentive to maintain high switched

22 access rates to make up for retail revenues lost from aggressively lowering

23 its retail rates to win a customer.

A.

9 See Jr. CLEC Reply at 13.
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1 Taken to its conclusion, under the Joint CLECs' model, the only

2 way for a camlet to stop paying inflated switched access rates to a

3 particular CLEC would be to compete so aggressively against that CLEC

4 in the retail market that the CLEC loses all of its customers and is driven

5 out of business. The argument is illogical because it implies that a retail

6 monopoly is the only way to eliminate high access charges. Clearly, a

7 regulatory mechanism that constrains CLEC switched access rates is a

8 more sensible and preferable solution.

9

10

11

12

13

Q- THE JOINT CLECS REFERENCE THE FCC'S 2001 DECISION
TO CAP CLECS' INTERSTATE ACCESS RATES AS SUPPORT
FOR THEIR ARGUMENT THAT IXCS CAN NOW CONTROL
THEIR ACCESS COSTS BY COMPETING FOR END UsERs.'0
HOW DO YOU RESPOND?

14 The Joint CLECs do not provide any evidence to support the proposition

15 that developments subsequent to the FCC's 2001 decision "ha[ve] resulted

16
. . . . 11
in effective downward competitive pressure on CLEC access rates."

17 There is, however, ample evidence to the contrary, as demonstrated both

18 by testimony in this proceeding and the Joint CLECs' own admission that

19 they can maintain access rates at levels well above the rates of the ILE Cs

20 in whose tenitories they compete. And if the FCC believed that

21 conditions had changed, it presumably would have initiated a review of its

22 rules. It has not done so, nor has its 2001 Order been withdrawn, reversed,

23 superseded, vacated or otherwise invalidated. Likewise, the FCC's rules

A.

10 See Jr. CLEC Reply at 14.

11 See id., quoting the FCC'sCLEC Rate Cap Order at1]32.
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1 capping CLECs' interstate rates remain in effect. Furthermore, I noted in

2 my Reply testimony that West Virginia and Massachusetts have recently

3 joined over a dozen other states by constraining CLECs' intrastate access

4 rates." These recent decisions, as well as the facts presented in this

5 proceeding, contradict the Joint CLECs' claim that competitive pressures

6 are now sufficient to discipline CLECs' access rates, and reflect a growing

7 recognition of the need to curb excessive rates through regulatory

8 intervention in the absence of competitive market pressure that can

9 achieve similar results.

10

11
12

111. THE COMMISSION SHOULD REJECT THE CLECS'
PROPOSALS FOR "ALTERNATIVE" RATE CAPS

13

14

Q- WHAT ARE THE CLECS' "ALTERNATIVE" RATE CAP
PROPOSALS?

15 The Joint CLECs argue that, if the Commission determines that a rate cap

16

17

is necessary, it should set the benchmark at Qwest's access rates in effect

circa 1999.13 COX, on the other hand, argues that the Commission should

18 establish the benchmark "at a reasonable level above the ALEC's rate."14

19 As I discuss below, the Commission should not adopt either of these

20 recommendations .

A.

12 See Verizon Reply at 8.
See Jt. CLEC Reply at 29.

14 See Reply Testimony of Douglas Garrett on behalf of Cox Communications, filed February 5,
2010 ("Cox Reply") at 6.

13
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1

2

3

Q. IS THERE ANY RELEVANCE TO THE JOINT CLECS'
ASSERTION THAT "MOST CLECS" WERE ENTERING THE
MARKET IN "THE 1999 TIME FRAME?'5

4 No. The Joint CLECs claim that Qwest's 1999 access rates "would have

5 been considered when CLECs made the determination on whether they

6 could enter and compete in local markets."16 This argument suggests that,

7 once the CLECs' decisions to enter Arizona markets were made, those

8 business decisions should somehow inform the Commission as it carries

9 out its responsibility to ensure that the CLECs charge reasonable access

10 rates more than a decade later. Of course, the Joint CLECs fail to cite any

11 statute or rule in support of this questionable proposition.

12 The Joint CLECs argue that, if the Commission establishes a

13 benchmark, it should do so using Qwest's 1999 switched access rates,

14 before those rates were subsequently reduced in several steps.l7 But the

15 Joint CLECs' testimony amounts to an admission that they possess an

16 ongoing ability to exert market power in the provision of access services.

17 If, as Sprint noted, CLECs face competitive pressures for their access

18 services (which they do not), the CLECs would have lowered their

19 switched access rates in response to each of the subsequent reductions in

20 Qwest's access rates.18 But the CLECs made no such competitive

A.

15 See Jr. CLEC Reply at 29.
16 See id. at 30.
17 It appears that Qwest's access rates were reduced in 2001, 2002, 2003, and 2006. See Direct
Testimony of Lisa Hensley Eckert on behalf of Qwest, tiled December l, 2009 ("Qwest/Eckert
Direct") at 3.
18 See Reply Testimony of James A. Appleby on behalf of Sprint, tiled February 5, 2010 ("Sprint
Reply") at 8.
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1 response because there are no competitive pressures on CLECs' access

2 rates. A similar argument was made in the Massachusetts proceeding

3 that CLECs' access rates should be benchmarked against the incumbent

4 LEC's (Verizon's) earlier access rates that were in effect before Verizon

5 was later ordered to reduce them -- and the Massachusetts DTC rejected

6

7

8

9

Q- WHAT IS YOUR RESPONSE TO COX'S PROPOSAL THAT THE
COMMISSION SHOULD ESTABLISH THE CLEC RATE CAP BY
INCLUDING A CUSHION ABOVE QWEST'S ACCESS RATES?20

10 This proposal ostensibly is intended to "recognize the differences"

11 between ILEC and "CLEC networks and costs," but Cox provided no

12 evidence to support a finding that such "differences" exist. Cox also

13 failed to articulate any policy basis for allowing CLECs to charge rates

14 higher than the ILEC in whose temltory they compete. Indeed, should the

15 Commission decide to endorse such a "cushion," the effect would be to

16 penalize other carriers with more reasonable rates by allowing the CLECs

17 to continue to distort the marketplace.

18 In addition, Cox's argument rests on the unusual premise that it

19 should be entitled to regulatory protection for what it apparently believes

20 was an uneconomic decision by it to enter the market in Arizona. A

21 prudent business plan in 1999 presumably would have taken into account

22 the likelihood that new market entry, increased competition, improved

A.

19 See MA DTC Order at 28.
20 See Cox Reply at 6.
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1 technology and innovation would lead to lower prices over time. It would

2 have been naive to predicate a business plan on the assumption that these

3 market trends would have little effect and that prices would remain static

4 in the future. Regardless of the wisdom or foresight of new entrants more

5 than a decade ago, it would not be reasonable for the Commission to

6 develop forward-looking regulatory policy today either with an eye to

7 maintaining some carriers' outdated expectations or based on conditions

8 that are no longer valid or relevant. It is one thing to argue that Cox's

9 presence in the market is good for Arizona consumers, but quite another

10 thing to angle that Cox should be allowed to charge excessive access rates

11 to support its competitive retail services.

12

13

14

Q. WHAT IS YOUR RESPONSE TO THE JOINT CLECS'
ARGUMENT THAT "COST IS THE MOST APPROPRIATE
STANDARD" FOR SETTING CLEC ACCESS RATES?21

15 This argument is similar to Cox's claim about "network differences"

16 discussed above. Like Cox, the Joint CLECs provide absolutely no

17 evidence to support their claim, so the Commission has no basis on which

18 to give this argument any credence.

19
20

Q , DO YOU HAVE ANY CONCLUDING COMMENTS ON THE
CLECS' ARGUMENTS?

21 Yes. Together, the CLECs' arguments amount to flimsy and unsupported

22 excuses for continuing to charge excessive rates. The FCC and other

23 states have considered and correctly rej ected this same posturing, choosing

A.

A.

21 See Jr. CLEC Reply at 27.
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1 instead to cap CLECs' access rates at the level of the ILEC in whose

2 territory they compete. This Commission likewise should dismiss these

3 arguments and adopt Verizon's recommendation to cap CLECs' Arizona

4 intrastate access rates at the level of Qwest's rates, as discussed in my

5 Direct and Reply testimony.

6

7

8

9

Iv. THE COMMISSION SHOULD REJECT ALECA'S ARGUMENTS
IN FAVOR OF REVENUE NEUTRALITY AND AGAINST RETAIL
RATE BENCHMARKS

10

11

12

13

14

15

Q~ ALECA POINTS TO THE INTERSTATE COMMON LINE
SUPPORT COMPONENT OF THE FEDERAL UNIVERSAL
SERVICE FUND AS SUPPORT FOR ITS RECOMMENDATION
FOR A "REVENUE NEUTRAL" RECOVERY OF FOREGONE
ACCESS REVENUES FROM AN EXPANDED AUSF. DO YOU
AGREE WITH ALECA'S DISCUSSION?

16 No. As noted by ALECA at page 4, lines 15-18 of its Reply testimony,

17 the FCC's MAG Order nine years ago had the effect of shifting recovery

18 of certain revenues from switched access rates to a component of the

19 federal USF. But ALECA's discussion is inapposite and misleading,

20 because the FCC's decision at the time was based on up-to-date financial

21 data on the companies, which was available to the agency because rate-of-

22 return carriers make annual FCC filings reflecting their jurisdictionally

A.

See Multi-Association (MA G) Plan for Regulation oflnterstate Services of Non-Price Cap
Incumbent Loeal Exchange Carriers and Interexchange Carriers, Second Report & Order and
Further Notice of Proposed Rulemaldng in CC Docket No. 00-256, Fifteenth Report & Order in
CC Docket No. 96-45, and Report & Order in CC Docket Nos. 98-77 and 98-166, 16 FCC Rcd
19613 (2001) at 'H 61.

22
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1 interstate costs at the FCC's prescribed rate-of-retum."

2 In contrast, Staff has noted that this Commission has no recent

3 information about ALECA member companies' financial conditions, and

4 indeed, that in all but one instance, the available data is at least 10 years

5 014.24 For this reason, the FCC's earlier approach provides this

6 Commission no basis for burdening all Arizona users by requiring them to

7 fund a dollar-for-dollar shift of ALECA companies' revenues from access

8 to an expanded AUSF. The FCC relied on the interstate USF and SLC

9 because those are the only fixed cost recovery mechanisms available to it.

10 On the state side, the most obvious place for recovery of fixed costs is in

11 charges to end users - there is no need to consider the state USF

12

13

14

15

16

Q- BY YOUR PREVIOUS ANSWER, ARE YOU DISAGREEING
WITH ALECA'S CLAIM THAT ITS RATES ARE "PRESUMED
REASONABLE"25 AND THAT THE CARRIERS ARE ENTITLED
TO WHATEVER REVENUES ARE NOW GENERATED BY
THOSE RATES?

17 Yes. Staff witness Mr. Shard testified that in the past decade, the

18

19

Commission has conducted an earnings investigation and established rates

for only one of the ALECA member companies.26 Given the rapid pace of

20 change within the telecommunications industry, pointing to financial

21 analyses that are more than ten years old says nothing about the finances

23

A.

See Direct Testimony of Wilfred Shard, on behalf of the Arizona Corporation Commission
(Utilities Division), filed January 8, 2010 ("Staff Direct") at 6.
z4 See Staff Direct at 19.

See Reply Testimony of Douglas Duncan Meredith on behalf of the Arizona Local Exchange
Carriers Association, filed February 5, 2010 ("ALECA Reply") at 2.
26 See staff Direct at 19.

25
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1 of the ALECA members today. Nonetheless, ALECA proposes that the

2 Commission rely on such ancient information in two different ways. By

3 arguing that the members' switched access rates - set more than a decade

4 ago .- are "presumed reasonable," ALECA seeks to impose a new fee on

5 every user of telecommunications services in Arizona without having to

6 Finnish any evidence as to the companies' current earnings to establish a

7 need for those revenues. That position simply is not credible given that

8 the Commission established this proceeding for the express purpose of

9 determining the appropriate level of switched access rates in Arizona.

10 The other dimension of ALECA's "presumed reasonable"

11 argument is that the Commission should continue to rely on obviously

12 outdated financial information as a basis for shielding the ALECA

13 member companies' local service rates from possible increases to recover

14 foregone switched access revenue. As I discuss below, this argument also

15 lacks merit.

16

17

18

19

20

Q. ALECA PRESENTS SEVERAL ARGUMENTS AGAINST THE
USE OF A LOCAL RATE "BENCHMARK" TO DETERMINE
WHETHER ITS MEMBER COMPANIES COULD RECOVER
MORE OF THEIR COSTS FROM THEIR OWN END USERS. ARE
THESE ARGUMENTS CREDIBLE?

21 No. In response to Verizon's discovery, ALECA cited to Rule R14-2-

22 l201(7), explaining that each of its member companies' "benchmark"

23

A.

rates are "those rates approved by the Commission for that provider for
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1
. . 27

baslc local exchange telephone service." As discussed above, given the

2 many developments in the communications market over the past ten years,

3 there is good reason for the Commission to question whether the ALECA

4 members' local exchange rates - set more than a decade ago - are

5 reasonable today, particularly in light of ALECA's proposal to create a

6 new financial obligation on all users of telecommunications services in

7 Arizona.

8 ALECA also argues that it would not be "fair" to compare its

9
. 28 .

members' local service rates to a benchmark. Thls argument rests on a

10 contrast between the calling scopes of the major metropolitan areas in

11 Arizona with the territories served by ALECA's member companies.

12 ALECA concludes that because a customer's local calling scope is "a

13 critical factor" in considering what local rate to charge, it would not be

14 "fair" for its members' customers to pay rates that are equivalent to those

15 paid by Qwest's end users." This argument is backwards. In the context

16 of this proceeding, ALECA's proposed dollar-for-dollar shift of revenue to

17 all Arizona telecommunications users is based in large part on

18 unsupported "high-cost" allegations. But ALECA never explains why it is

19 more "fair" to increase rates for customers in, for example, Winslow, than

20 to look to its own member companies' customers in these supposedly

27 See ALECA's Response to Request 1-7 of Verizon's First Set of Data Requests to ALECA, a
true and correct copy of which is attached as pelt ofExhibit DP-1.
28 See ALECA Reply at 7.
29 See id.



Rejoinder Testimony of Don Price on behalf of Verizon
ACC Docket Nos. RT-00000H-97-0137/T-00000D-00-0672

March 5, 2010
Page 14

1 "high cost" areas for additional financial support when at least some of its

2 30 .members' local rates are lower than Qwest's. Because the Hnanclal

3 bases for the ALECA members' rates have not been examined in more

4 than a decade, and because of the very real burden that ALECA's proposal

5 would impose on all Arizona communications users, the more "fair"

6 approach would be for the Commission to look first to those retail

7 customers in allegedly high-cost areas as the source for recovering any

8 foregone access revenues their service providers may incur.

9 For all the above reasons, I disagree with ALECA's statement that

10 it "would be sound public po1icy"31 to create a new funding obligation on

11 Arizonans without any showing of need by the companies that would

12

13

benefit from such a program. The supposed "administrative burden" on

the ALECA members should be balanced with the financial burden that

14 ALECA's proposal would impose on Arizona's telecommunications

15
33users.

16

17

18

19

v. ALECA'S DISCUSSION OF "TECHNOLOGICAL
IMPROVEMENTS" IN RESPONSE TO RUCO'S TESTIMONY IS
MISLEADING AND IRRELEVANT TO ACCESS CHARGE
REFORM IN ARIZONA

30 See ALECA's Response to Request 1-5(B) of Verizon's First Set of Data Requests to ALECA,
a true and correct copy of which is attached as part ofExhibitDP-1. These data indicate that at
least four of the member companies charge monthly residential service rates below the S12.91
"composite" rate calculated by ALECA.
31 See ALECA Reply at 3.
32 See id.
33 As Staff noted, ALECA's financial assertions are based on nothing more than "anecdotal
evidence." See Staff Direct at 19.
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1

2

3

Q. WHAT IS THE RELEVANCE OF ALECA'S DISCUSSION OF
"THE COSTS OF PLACING AERIAL AND BURIED CABLE AND
CONSTRUCTING OUTSIDE PLANT STRUCTURES?34

4 As it relates to access rate reform, there is no relevance whatsoever.

5 ALECA's testimony apparently is in response to a broad statement by

6 RUCO's witness that technological improvements have lowered the cost

7 of certain communications technologies. ALECA responds by refening to

8 certain "outside plant" costs of the ALECA members, alleging that the

9 population densities in its members' service territories are lower than in

10 Qwest's service areas. Customer density may affect loop costs, but that

11 fact is, at best, misleading in discussing access rate reform. The cost of

12 the loop is simply not a cost of switched access. Consequently, whether

13 the ALECA members serve territories with lower customer density

14 relative to Qwest or some other provider has no bearing on the

15 reasonableness of their switched access service rates.

16 To its credit, ALECA does not attempt to directly link these

17 allegedly (but unproven) higher loop costs with its access rate

18 recommendation. Indirectly, however, ALECA's argument is intended to

19 provide support for its proposal that the AUSF be expanded to cover 100

20 percent of the revenues the ALECA members would forego through

21 access reform. Even assuming, for the sake of argument, that ALECA's

22 contention regarding higher loop costs is generally true, accepting such a

23 theoretical generality tells the Commission nothing about whether the

A.

34 See ALECA Reply at 10.
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1 ALECA members' loop costs are - or are not - being fully recovered

2 today. To reach such a conclusion, the Commission would require

3 evidence of the ALECA members' costs and revenues, evidence that Staff

4 witness Mr. Shand observes has not been provided to the Commission for

5 more than a decade.

6 Also, ALECA's appeal for the Commission to accept claims of

7 high rural LEC costs as a basis for providing AUSF funding to offset

8 reduced access revenues would seem useful only to the extent that the

9 Commission wishes to reward those companies that can demonstrate the

10 highest cost. Such a regulatory framework would create perverse

11 incentives that reward firms for incurring higher costs.

12

13

14

15

16

17

VI. ALECA'S REFERENCES TO THE NEW MEXICO FUND ARE
MISLEADING BECAUSE THAT FUND OPERATES VERY
DIFFERENTLY FROM WHAT ALECA IS PROPOSING HERE.,
AND THEREFORE IS NOT "SIMILAR TO THE ALECA
PROPOSAL"

18
19
20

Q- WHY DOES THE OPERATION OF THE NEW MEXICO FUND
MAKE IT VERY DIFFERENT FROM WHAT ALECA IS
PROPOSING IN THIS PROCEDING?

21 The statute authorizing the New Mexico fund plainly states the objective

22 of the fund: to replace a portion, but not all, of the access revenues

23 foregone through reducing intrastate access rates. As the New Mexico

24 Commission stated in its July 2005 Notice of Proposed Rulemaking:35

In the Matter of Notice oflnquirjy to Develop a Rule to Implement House Bill 776, Relating to
Access Charge Reform,New Mexico Public Regulation Commission Case No. 05-00211-UT,
Notice of Proposed Rulemaking, July 28, 2005, at 2.

A.

35
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

House Bill 776 follows the FCC model by reducing
intrastate access charges to the level of interstate access
charges and allowing recovery of lost access charge
revenue through a surcharge on intrastate retail
telecommunications services. House Bill 776 directs the
Commission to establish benchmark rates for local
residential and business services. NMSA 1978, § 63-9H-
6(D)(5). House Bill 776 does not require a LEC whose
local rates are below the benchmark rates to raise its local
rates to the benchmark rates. However, no LEC can
recover lost access charge revenue equal to revenues that
can be earned by increasing local rates to the benchmark
rates. See id., § 63-9H-6(K). Thus, the Fund cannot be
used to subsidize local rates that are lower than the
benchmark rates. Any additional lost access charge
revenue not recovered by increasing local rates to the
benchmark rates may be recovered from the Fund, which is
funded through the surcharge. See id.

20 The New Mexico mechanism requires that both an ALEC's residential and

21 business local service rates be set at "benchmark" levels before any

22 consideration can be given to permitting the ILEC to draw firm the state

23 fund. Because ALECA is on record in this proceeding as opposing any

24 local rate benchmark, and wants the fund here to serve as a complete

25 access revenue recovery mechanism, its claim that the New Mexico fund

26 is "very similar" to its proposals here is not true.

27

28
29
30
31
32

VII. THE STAFF'S CRITICISM OF "PORTABILITY" OF AUSF
SUPPORT PROVIDES YET ANOTHER REASON FOR THE
COMMISSION TO REJECT PROPOSALS TO EXPAND THE
AUSF TO REPLACE THE ALECA MEMBERS' INTRASTATE
ACCESS REVENUES

33
34

Q. WHAT IS THE STAFF'S CRITICISM OF PORTABILITY OF
AUSF SUPPORT?
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1 Staffs testimony provides several responses to RUCO's "suggestion that

2 AUSF support be transferrab1e."36 Importantly, Staff observes that:

3

4

5

6

7

8

[P]ortability from Staff's perspective means that as a
customer changes coniers, the support that follows the
customer to the new canter would be offset by an
equivalent reduction in the support provided to the can*ier
that loses the custo1ner.37

9 This highlights an irreconcilable conflict inherent in ALECA's proposal

10 for an expanded AUSF. The stated purpose for ALECA's proposed

11 expansion of the AUSF is to provide its members with a revenue

12 guarantee. That is, whatever revenues its members forego by lowering

13 access rates would be replaced, dollar for dollar, through an expanded

14 AUSF38 To be sure, providing one group of coniers in the state with such

15 a guarantee when other earners have no such guarantee is not

16 competitively neutral. It is also wholly inappropriate to permit coniers

17 with significant pricing flexibility and no legacy obligations to draw from

18 a fund, as they have the freedom to recover from their own customers any

19 lost access revenues they elect not to absorb. To create the type of fund

20 envisioned by ALECA, the Commission would have to authorize an

21 explicitly discriminatory expansion of the existing AUSF.

36 See Reply Testimony of Wilfred Shand, on behalf of the Arizona Corporation Commission
fUtilities Division), filed February 5, 2010 ("Staff Reply") at 4.

Id.
The ALECA members proposed to use 2009 access revenues as the baseline, meaning those

revenues would be "locked in" going forward, regardless of line loss going forward. See Direct
Testimony of Douglas Duncan Meredith on behalf of the Arizona Local Exchange Carriers
Association, filed December 1, 2009 ("ALECA Direct") at 8. Given recent trends, line loss seems
a certainty, meaning that ALECA members would be more and more overcompensated with every
passing year.

A.

38
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1 On the other hand, if the AUSF were expanded as proposed by

2 ALECA, but the funding were made portable (putting aside Staffs

3 legitimate concerns for the moment), the mechanism would not operate as

4 ALECA intends. That is, the fund would allow the support revenues

5 ALECA intends solely for its members to move to other can'iers. When

6 another carrier wins a customer from an ALECA member, that canter

7 would be entitled to the expanded AUSF support for the customer." But

8 by diminishing the revenues available to the ALECA members, the

9 mechanism would not serve to guarantee their revenues.

10 ALECA's proposal to expand the AUSF to offset its members'

11 reduced access revenues presents an irreconcilable policy conflict. To

12 serve the purpose intended by ALECA, the expanded AUSF must be

13 explicitly discriminatory rather than competitively neutral. But if the

14 Commission were to give weight to the policy goal of "competitive

15 neutrality," this would require it to extend AUSF funding to CLECs, but

16 this would be inappropriate given the pricing flexibility that CLECs enjoy.

17 By definition, the expanded AUSF cannot serve the purpose intended by

18 ALECA - to serve as a replacement mechanism for its members' reduced

19 access revenues - because those revenues can be "competed away" by

20 other carriers.

21 This policy conflict represents yet another reason for the

22 Commission to reject proposals to expand the AUSF to serve as an access

39 See Sprint Reply at 19.
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1 revenue replacement mechanism for ALECA members. The Commission

2 can avoid such a conflict by granting additional retail pricing flexibility to

3 coniers so they can recover more of their network costs from their own

4 customers, rather than from other camlets and those coniers' customers

5 through excessive access rates, as discussed in both my Direct and Reply

6 testimony.

7

8 VIII. OTHER ISSUES RAISED IN THE PARTIES' REPLY TESTIMONY

9
10
11

Q- DO YOU HAVE A RESPONSE TO THE JOINT CLECS'
DISCUSSION OF VERIZON'S REQUESTED STAY OF THE
RECENT NEW JERSEY ACCESS DECISION?

12 Yes. The Joint CLECs' characterizations of that request are deceiving and

13 incorrect. The Joint CLECs state:

14

15

16

In other words, Verizon is saying that it would be
inappropriate for a commission to set CLEC access rates
1\n1 n"7 pact 1:1411 nvnnnf (*T I3f"c fn mass t1*1 ncn v"Q1*n tnA11r\1'1 nns

onto its customers in the competitive retail market.17

18

19 There are several errors in this sentence. First, the team "CLEC" never

20 appears in Verizon's petition, because the relief requested pertained solely

21 to Verizon New Jersey, an incumbent LEC whose residential basic

22 exchange rates are capped at below-cost levels. Second, Verizon's

23 petition neither states nor implies that the issue before the New Jersey

24 Board was the setting of access rates "below cost."41 Rather, Verizon's

Jt. CLEC Reply at 28.
Verizon's petition was attached to the Joint CLECs' Reply testimony as Exhibit DD-1 .

Verizon New Jersey's complaint is clearly stated at p. 4 of the petition: "The Access Charge
Order ... sets rates that do not provide Verizon NJ sufficient revenue to recover its costs and earn

A.

40

41
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1 objection to the Order is that the Board had refused to address Verizon's

2 factual showing that reducing Verizon's access rates, without providing

3 concurrent pricing flexibility for other rate-regulated services, would

4 exacerbate already huge losses on regulated services. There is no such

5 constitutional confiscation issue here, in the CLEC context. Indeed, in

6 New Jersey, Verizon's CLEC rates were also reduced and Verizon did not

7 challenge that portion of the order, Verizon's CLEC has already filed the

8 required tariffs reducing its switched access rates. My recommendations

9 here are entirely consistent with Verizon New Jersey's petition, as I urge

10 this Commission to provide carriers with increased pricing flexibility in

11 this proceeding for the express purpose of offsetting reductions in

12 intrastate access revenues, as necessary.

13

14

15

Q- WHAT IS YOUR RESPONSE TO SPRINT'S DISCUSSION OF THE
ELEMENTS THAT SHOULD BE EXAMINED IN AN ILEC
FINANCIAL REVIEW?"

16 First, Verizon and Sprint agree that the Commission should not expand the

17 AUSF as a dollar-for-dollar mechanism to replace foregone access

18 revenues. As Sprint noted, such a result "simply Chang[es] the way the

19
. . 43subsldles are collected from customers," and there is wide agreement

20 that an expansion of the AUSF for this purpose is a suboptimal economic

a return of and on its investment with respect to rate-regulated services that it is compelled to
provide" (emphasis added).
42 See Sprint Reply at 15.
43 See id.

A.
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1 solution to the problem of reforming access rates.44 However, I disagree

2 with Sprint that the Commission "should consider costs and revenues of

3 of the retail services provided on the [ILE Cs'] local network[s]."45

4 While I am not an attorney, from a policy perspective it is beyond dispute

5 that some of the ILE Cs' services are unregulated, while others are

6 jurisdictionally interstate. The scope of the Conlmission's authority is a

7 matter for Verizon's attorneys to address in briefs. That said, any effort

8 by the Commission to investigate costs and/or revenues of interstate and

9 unregulated services would raise serious practical issues. As Staff witness

10 Shand concluded, "the costs associated with these [non-jurisdictional]

11 services have been removed from the [ILE Cs'] intrastate revenue

12 requirements...."46

13

14 IX. CONCLUSION

15 Q. DOES THIS CONCLUDE YOUR REJOINDER TESTIMONY?

16 Yes.

44

45

46

A.

See Verizon Reply at 26-27.
See Sprint Reply at 15 (emphasis in original).
See Staff Reply at 2.
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1 1. INTRODUCTION

2
3

Q- PLEASE STATE YOUR NAME, TITLE, AND BUSINESS
ADDRESS.

4 My name is Don Price. I am a Director - State Public Policy for Verizon.

5 My business address is 701 Brazos, Suite 600, Austin, Texas, 78701 .

6

7

Q- MR. PRICE, PLEASE DESCRIBE YOUR EDUCATIONAL AND
PROFESSIONAL BACKGROUND.

8 I have more than 30 years experience in the communications industry, the

9 vast majority of which is in the public policy area. I worked for  the

10 former GTE Southwest in the early 1980s. In 1983 I moved to the Texas

11 Public Utilities Commission. There, I acted as a Commission analyst and

12 witness on rate-setting and policy issues. In 1986, I became Manager of

13 Rates and Tariffs, and was responsible for Staff analyses of rate design

14 and tariff policy issues in all telecommunications proceedings before the

15 Commission. I joined MCI in 1986, where I spent 19 years focused on

16 public policy issues in telecommunications, including issues of intercanier

17 compensation and coordination of positions in interconnection agreement

18 negotiations.

19

20 With the close of the Verizon/MCI merger in January 2006, I assumed my

21 cur rent  pos it ion as  Director  -  S ta te Regula tory Policy for  Ver izon

22

A.

A.

Business. I work with various corporate departments,  including those
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1 involved with product development and network engineering, to develop

2 and coordinate policies permitting Verizon Business to offer enterprise

3 and wholesale products to meet customer demands.

4

5 During my career, I have testified before state regulators in at least 22

6 states on a wide range of issues in many types of proceedings and on a

7 variety of topics, including various intercanier compensation issues, and

8 t echnica l  a nd pol icy i s sues  a r i s ing in  int er connec t ion a gr eement

9 arbitrations with local exchange can*iers. I earned both a Master 's and

10 Bachelor's degree in sociology from the University of Texas at Arlington

11 in 1978 and 1977, respectively.

12 Q- PLEASE DESCRIBE THE PURPOSE OF YOUR TESTIMONY.

13 On September  29 , 2009, the Arizona Corporation Commission

14 ("Commission") issued a Procedural Order ("Order") identifying twelve

15 issues to be addressed at the March 16, 2010 hearing in these companion

16 dockets,  and directing parties to file their  written direct testimony by

17 December 1, 2009. The purpose of my testimony is to present the position

18 of Ver izon California ,  Ver izon Business Services and Ver izon Long

19 Distance (collectively, "Verizon") on those issues.

20 Q. WHAT IS VERIZON'S POSITION?

21 The Commission seeks input on a number of issues involving intrastate

22

A.

A.

access charges and the Arizona Universal Service Fund ("AUSF"). While
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1 I address all twelve issues identified in the Order in Section V below, my

2 testimony focuses primarily on the need to reform certain local exchange

3 carriers' intrastate switched access rates. I also explain below that AUSF

4 reform is neither necessary nor appropriate.

5
6

Q- PLEASE SUMMARIZE VERIZON'S POSITION ON INTRASTATE
SWITCHED ACCESS RATES.

7 Verizon recommends that  the Commission require a ll local exchange

8 camlets ("LECs"), including competitive LECs ("CLECs"), to cap their

9 intrastate access charges at the regional Bell Operating Co1npany's-here,

10 Qwest's-levels. This will promote efficient intrastate access rates for all

11 coniers in Arizona by driving the most excessive access rates toward more

12 efficient levels. Qwest 's  intrasta te access ra tes  a re an appropr ia te

13 benchmark for this purpose because they have been subject to the greatest

14 regulatory scrutiny and strictest discipline, and thus represent a just and

15 reasonable price for access. Using Qwest's rates as a benchmark would

16 reduce market distortions and promote competitive equity by prompting

17 coniers with the highest access rates to recover more of their  network

18 costs from their own customers, rather than from other carriers (and their

19 customers) through access rates.

20

21 Because the establishment of a benchmark will require a reduction in the

22 access rates charged by some LECs, I also suggest that the Commission

23

A.

consider  granting greater  reta il pr icing flexibility for  ra te-regula ted
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1 services to afford rate-regulated coniers a sufficient opportunity to recover

2 their network costs. Carriers should recoup any lost revenue through their

3 rates for retail services, rather than by seeking expansion of the AUSF. Of

4 course, CLECs already have unfettered retail pricing flexibility because

5 they are not subj act to rate regulation and may price their retail services as

6 they wish.

7
8

Q- DOES VERIZON TAKE A POSITION ON CHANGES TO THE
AUSF RULES?

9 Verizon generally recommends that the AUSF rules remain unchanged

10 (with two minor exceptions identified below). Based on comments filed

11 earlier  in these dockets,  we anticipate that a number of parties to this

12 docket  will urge expansion of both the s ize and scope of the AUSF.

13 However, that result would be detrimental to both consumers and coniers

14 by increasing the contr ibut ions needed to fund the AUSF beyond its

15 intended os e, l  a nd b encouraging conier s  to rel on artificialpump y y

16 subsidies rather than to operate efficiently, as appropriate in a competitive

17 environment.

18

A.

1 See Decision No. 70659 (AUSF Amendments Proceeding, Docket No. RT-00000H-97-0137) at
1 ("The AUSF was established to maintain statewide average rates and the availability of basic
telephone service to the greatest extent reasonably possible.") (Dec. 22, 2008), see also Decision
No. 63267 (same docket) at 1 (Dec. 15, 2000), Decision No. 56639 (AUSF Establishment
Dockets) at 5, 32 (purpose ofAUSF is to "ameliorate the upward pressure on basic local rates in
nial areas" and "ensure that the high cost of providing wireline local exchange service in rural
areas will not diminish the availability of affordable service") (Sept. 22, 1989).
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1 11. OVERVIEW OF SWITCHED ACCESS

2 Q. WHAT IS SWITCHED ACCESS?

3 Switched access is  a  service provided by LECs to other  car r iers  for

4 originating or terminating interexchange or "toll" calls (the origination and

5 tennination of local calls is governed by reciprocal compensation,  the

6 rates for which are typically lower than access rates). Access charges

7 generally apply to calls that begin and end in different local calling areas.

8 Interstate access charges apply to calls that originate and terminate in

9 dif fer ent  s t a t es  a nd a r e r egula ted by the Feder a l  Communica t ions

10 Commission ("FCC"). Intrasta te access charges apply to ca lls  tha t

11 originate and terminate in different local calling areas within the same

12 state and are regulated by state commissions.

13

14 The diagram below illustrates how switched access works. The "Canter

15 POP" is the interexchange cannier 's  ("INC's") "point  of presence" or

16 "POP." The diagram shows how an interexchange call is delivered either

17 to or from the INC's POP through connection with the LEC. Switched

18 access charges compensate the LEC for the connection between the end

19

A.

user and the POP or other interconnection point.
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2 If the interexchange call originates in one state but terminates in another,

3 switched access charges are billed at the interstate rate in the cannier's FCC

4 tariff If the interexchange call originates and terminates within a state,

5 then it  is  billed at  the intrastate access ra te,  which is under  the sta te

6 commission's jurisdiction. The switched access rates at issue in this

7 proceeding are the ra tes that  LECs charge IXCs and other  coniers to

8 originate or terminate interexchange calls that begin and end in Arizona.

9 Q- HOW HAVE ACCESS CHARGES TRADITIONALLY BEEN SET?

10 Histor ically,  sta te and federal regulators jointly created a  regulatory

11 pricing system where business and toll rates (both in-state and interstate)

12 were set above the cost of providing these services to provide a

13 contribution to basic residential rates, thereby promoting federal and state

14 universal service objectives.

15

16 AT&T traditionally had a monopoly on long distance communications,

17

A.

and there was  no "access" provided to other  companies  to the long

¢ummnn
Lho
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1 distance network. This industry structure started to change in the 1960s

2 and 1970s with the introduction of private line and then switched service

3 competition in the long distance market.  With the advent of increasing

4 interexchange competition and the divesture of the former Bell System in

5 1984, interstate and intrastate access charges were established so that

6 interexchange coniers could compensate LECs for  providing switched

7 access service. Because of universal service concerns, regulators sought

8 to maintain in access charges the contribution flow from long distance to

9 local service that was present in retail long distance charges. In other

10 words, to maintain the rate structure that enabled basic exchange service

11 rates to remain low when toll revenue was available to offset the costs of

12 basic service, both interstate access rates and intrastate access rates were

13 purposefully set at artificially high levels to keep basic exchange service

14 rates low.

15

16 With the onset of local service competition in the 1990s, CLECs entered

17 markets without the legacy obligations of the incumbents, and also

18 without traditional regulation of their rates, whether retail rates charged to

19 end users or access rates charged to other can*iers.

20
21

Q. DOES THE COMMISSION CURRENTLY REGULATE
INTRASTATE ACCESS RATES?

22 For some camlets,  yes. The Commission has scrutinized and reduced

23

A.

Qwest 's intrastate access rates several t imes over  the past few years,
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1

2

recognizing that reducing high access charges promotes competition and is

in the public interest.2 However ,  the Commission has not  addressed

3 switched access rates comprehensively. For example,  the Commission

4 does not  cur rent ly impose any such discipline on CLECs'  int ras ta te

5 switched access rates, even though the same reasons that spurred the FCC

6 to regulate CLECs' interstate switched access rates (as discussed further

7 below) hold true in the intrastate context.

8
9 A. CLEC Access Rates

10

11

Q- DO CLECS HAVE MARKET POWER IN THE PROVISION OF
SWITCHED ACCESS SERVICES IN ARIZONA?

12 Yes. Although CLECs a r e not  genera lly perceived a s  possess ing

13 significant market power, they do hold such power in the switched access

14 marketplace-pa r t icula r ly a s  r ela tes  to termina t ing switched access

15 services. Market power exists where consumers are unable to switch

16 suppliers in response to price changes. Given the nature of switched

17 access services, carriers that purchase switched access services are not

18 able to switch suppliers.  Carriers have no choice but to use a CLEC's

19 switched access services when they handle interexchange calls originating

20 from the CLEC's customers and when they deliver interexchange calls for

21 termination to the CLEC's customers.  A toll provider cannot refuse to

A.

2 See Decision No. 68604 (Qwest 2006 price cap order) at 19, see also Decision No. 63487
(Qwest 2001 Price Cap Order) at 24 ("Under the Second Revised Settlement Agreement and
Price Cap Plan, consumers benefit from lower switched access rates.").
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1 deliver a call to a CLEC's end user,3 and thus cannot avoid that CLEC's

2 terminating access charges-it is completely at the mercy of the calTier

3 firm which the called party obtains local exchange selvice. CLECs thus

4 have market power in the provision of these services.

5 Q- BUT ISN'T THE SAME TRUE OF ILECS SUCH AS QWEST?

6 As noted above,  the Commission has scrutinized and reduced Qwest 's

7 intrastate access rates several times over the past few years. As a result, in

8 the absence of  market  forces ,  i t s  int r a s ta te access  r a tes  have been

9 disciplined by regulatory intervention. However, the rates of many other

10 smaller ILE Cs in Arizona have not been subject to similar scrutiny and

11 discipline.  For these coniers,  the answer is yes: they continue to have

12 market power that enables them to charge intrastate access rates today that

13 exceed levels that are just and reasonable.

14

15

Q- DOES PERMITTING CLECS TO COLLECT ACCESS CHARGES
IN EXCESS OF QWEST'S DISTORT THE MARKET?

16 Yes. Permitting CLECs to collect unreasonably high intrastate access

17 rates provides those companies with a competitive advantage because they

18 are able to recover  disproportionately more of their  costs from other

19 coniers rather  than from their  own end users. Purchasers of switched

A.

A.

3 As a general rule, common coniers are legally obligated to complete calls to any end users that
their customers desire to call, including end users of CLECs with unreasonably high access
rates. As the FCC has stated, "no carriers, including interexchange coniers, may block, choke,
reduce or restrict traffic in any way." In the Matter of Establishing Just and Reasonable Rates
for Local Exchange Carriers and Call Blocking by Carriers, WC Docket No. 07-135,
Declaratory Ruling and Order, DA 0'7-2863 (June 28, 2007), 1] 6.
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1 access services are thus forced to help fund the retail service offerings of

2 their  direct competitors in the same service areas. This is contrary to

3 federal policy, as discussed below.

4
5
6

Q- IS THERE ANY REASONED BASIS TO ALLOW ARIZONA
CLECS TO CHARGE INTRASTATE ACCESS RATES HIGHER
THAN QWEST'S?

7 No. There is no principled justification for CLECs to continue to charge

8 intrastate access rates that are higher than Qwest's rates.4 These newer

9 market entrants have no obligation to serve residential customers, let alone

10 residential customers in rural or other high-cost areas, and do not bear the

11 historical legacy of having to maintain low, regulated retail prices for

12 residential consumers throughout their service areas. CLECs also have the

13 opportunity to use the most efficient mix of technologies and network

14 configurations possible, and should be able to operate at least as efficiently

15 a s  t he incu mb ent  ca r r ier s  wi t h  t hei r  l ega cy net wor ks . Verizon

16 recommends capping CLECs' intrastate switched access rates at Qwest's

17 levels even though this would require its own CLEC affiliate in Arizona to

18 reduce its intrastate access rates (and the revenues derived from those

19 rates).

A.

4 A handful of Arizona CLECs currently charge intrastate access rates that are lower than
Qwest's. If the Commission adopts Verizon's proposal, it should make clear that these CLECs
may not increase their rates to Qwest's levels, which would be contrary to the purposes of
reforming the intrastate access charge regime.
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1 HAS THE FCC a lready ADDRESSED THE ISSUE OF ENSURING

2 JUST AND REASONABLE CLEC switched access RATES?

3 Yes. To address this issue at the federal level, the FCC eight years ago

4 established a benchmark policy whereby CLECs' per minute interstate

5 access charges are capped at the interstate access charge rates of the ILEC

6 with which the CLEC competes.5 CLEC access charges that  do not

7 exceed the benchmark are presumed to be just and reasonable.6 The FCC

8 explained its benchmark policy as follows :

9

10

11

[A] benchmark provides  a  br ight  l ine ru le tha t
p er mi t s  a  s imp le  det er mina t ion  of  whet her  a
CLEC's access rates are just and reasonable. Such
a bright line approach is particularly desirable given
the current legal and practical difficulties involved
wi t h  comp a r ing C L E C  r a t es  t o  a ny ob jec t ive
standard of "reasonableness." Historically, ILEC
a c c es s  c ha r ges  ha ve  b een  t he  p r odu c t  o f  a n
extensive regulatory process by which an
incumbent's costs are subject to detailed accounting
r equ ir ement s ,  divided into r egu la t ed a nd non-
r egula ted por t ions ,  a nd sepa r a ted between the
interstate and intrastate jurisdictions. Once the
regulated, interstate portion of an ALEC's costs is
identified, our access charge rules specify in detail
the rate structure under which an incumbent may
recover  those costs. This  process  has  yielded
presumptively just and reasonable access rates for
ILECs.7

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

5

6

A.

Q.

7

CLEC Rate Cap Order at 1140, 47 C.F.R. § 61.26 (b). See also discussion of the terminating
access monopoly, particularly as it relates to CLECs, in Nuechterlein, Jonathan E., and Weiser,
Philip J., "Digital Crossroads," The MIT Press (2007) at 310-313.

The FCC allows CLECs to charge rates higher than those of the ILEC only through negotiated
arrangements - not through a tariff The FCC reasoned that if a CLEC provides a superior
quality of access service, or if it has a particularly desirable subscriber base, an interexchange
can'ier may be willing to contract to pay access rates above the benchmark.

CLEC Rate Cap Order at1141.
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1 The FCC's rule was prompted by "persistent" concerns that CLEC access

2 rates varied dramatically and were frequently well above the rates charged

3 by ILE Cs operating in the same area. The FCC's price cap was, therefore,

4

5

intended to prevent CLECs from imposing excessive access charges on

. . . 8
interexchange comers and then' customers.

6

7

Q- SO ALL ARIZONA CLECS ARE ALREADY REQUIRED TO
COMPLY WITH THE FCC'S ACCESS RATE CAP?

8 Yes. A11 Arizona CLECs already must comply with the FCC rule for

9 interstate switched access rates, and the rate cap mechanism Verizon has

10 proposed for both CLEC and ILEC rates in Arizona would be calculated in

11 this same, familiar way. As noted, the FCC requires CLECs to benchmark

12 to the competing ALEC's rate. Assuming all carriers move to this single,

13 uniform rate, as Verizon recommends, the competing ILEC rate as to all

14 CLECs will be the Qwest rate.  If the Commission declines to move all

15 ILE Cs to Qwest's rate, then it should require CLECs to benchmark to the

16 competing ALEC's rate.

17

18 B. ILEC Access Rates

19
20

Q- ARE ILECS' INTRASTATE SWITCHED ACCESS RATES ALSO
IN NEED OF REFORM?

21 Yes. Although the Commission has disciplined Qwest's rates, many small

22 Arizona ILE Cs charge intrastate access rates that are many multiples of

A.

A.

8 Id. M111132-34.
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1 Qwest's. As  with excess ive CLEC a ccess  r a t es ,  t his  dis tor t s  t he

2 t elecommunica t ions  ma r ketp la ce a nd impa ir s  compet i t ion a nd the

3 consumer benefits it was intended to bring.

4
5
6

Q, IS THERE ANY REASON TO ALLOW OTHER ARIZONA ILECS
TO CHARGE INTRASTATE ACCESS RATES HIGHER THAN
QWEST'S?

7 No. The Commission should benchmark the other  ILE Cs' rates to the

8 prevailing market rate-that is, the rate of the largest carrier, Qwest. If the

9 benchmarked rate would deny certain ILE Cs the opportunity to recover

10 their  cos t s ,  then the Boa rd should give them grea ter  r eta i l  pr ic ing

11 flexibility for their  rate regulated services. Verizon takes this position

12 even though it has an ILEC affiliate offering intrastate switched access

13 services in Arizona at rates that culTently exceed Qwest's, and would be

14 r equir ed to r educe those r a tes  if  the Commiss ion adopts  Ver izon's

15 recommendation.

16

17

18

111. THE COMMISSION SHOULD ESTABLISH AN INTRASTATE
ACCESS RATE BENCHMARK

19
20

Q, WHY SHOULD THE COMMISSION ESTABLISH AN
INTRASTATE ACCESS RATE BENCHMARK?

21 Doing so would be a simple and effective means to quickly move the most

22 excessive switched access rates in Arizona to more efficient levels.  A

23 benchmark will promote equity and competitive parity and reduce market

24

A.

A.

distortions by prompting carriers with the highest access rates to recover
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1 more of their network costs from their own customers, rather than from

2 other  conier s  and their  cus tomers  through access  r a tes . Allowing

3 companies to shift too much of their costs to switched access purchasers

4 (and their  retail customers) places a disproportionate burden on other

5 carriers in the state-and ultimately, their  customers-to subsidize those

6 companies' services.

7

8

9

Q- WHAT IS THE BEST WAY FOR THE COMMISSION TO
EVALUATE THE INTRASTATE SWITCHED ACCESS RATES
ASSESSED IN ARIZONA?

10 Different carr iers often employ different access rate structures. For

11 example, some coniers may apply a single local switching rate element to

12 all traffic, others may charge different rates for originating and terminating

13 traffic. Some ma y impose a ddit iona l  monthly r ecur r ing cha r ges ,

14 surcharges and/or fees on customers purchasing intrastate switched access

15 services.

16

17 Given the existence of such varying rate structures, it is useful to compare

18 carriers' average access revenues per minute ("ARPM"). The ARPM

19 analysis takes into account all of the usage-based access rate elements that

20 the camlet charges its access customers, and generally provides a more

21 "apples-to-apples" comparison of the aggregate, per-minute rate than a

22

A.

review that compares only particular rate elements.
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1 have you conducted any rpm analysis of intrastate switched

2 access rates in Arizona?

3 Yes. As discussed in Verizon's January 4, 2008 comments, a comparison

4 of the ARPMs of Qwest and other carriers that bill Verizon intrastate

5 access charges in Arizona confirms that many can°iers' intrastate access

6 charges are substantially higher than Qwest's. Indeed, some coniers have

7 rates that are 400% to 1000% higher than Qwest's.9

8

9 Q. WHAT RATE SHOULD SERVE AS THE BENCHMARK?

10 The intrastate switched access rates of the largest ILEC in the state-in

11 this  case,  Qwest -should serve as  the benchmark. As noted above,

12 Qwest's intrastate access rates have historically been subject to the most

13 regulatory scrutiny, ensuring that they represent a just and reasonable rate.

14

15
16

Q. IS VERIZON ASKING THE COMMISSION TO SET SPECIFIC
SWITCHED ACCESS RATES FOR SPECIFIC LECS?

17 No. Verizon requests that the Commission establish a benchmark that

18 would impose a  ceiling on the intrasta te access ra tes that  LECs may

19 charge, just as the FCC and numerous other states have done.l0 Although

A.

A.

A.

9 Verizon's ARPM calculations for specific companies are confidential.

10See, e.g., Reform of Access Charges Imposed by Competitive Local Exchange Carriers, Seventh
Report & Order and Further Notice of Proposed Rulemaking, 16 FCC Red 9923 (2001)
("CLEC Rate Cap Order"), Order Instituting Rulemaking to Review Policies Concerning
Intrastate Carrier Access Charges, California D. 07-12-020 in Rulemaking 03-08-018, Final
Opinion Modifying Intrastate Access Charges ( Dec. 6, 2007) (capping CLEC rates at no higher
than Verizon's or SBC's rate, plus l0%), DPUC Investigation of intrastate Carrier Aceess
Charges, Decision, Connecticut D.P.U. Docket No. 02-05-17 (2004), 2004 Conn. PUC Lexis

Q.
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1 caps have most often targeted CLEC access rates, the principle underlying

2 such caps applies equally to all LECs-that is, a company should not be

15, at *45 (capping CLEC rates at SBC's then-current rate), Delaware Code, Title 26, § 707(e)
(capping all service providers' switched access rates at the level of the largest ILEC in the
state), Indiana Code § 8-1-2.6-1.5 (a canter's switched access rates are just and reasonable if
they mirror its interstate switched access rates), TDSMetrocom, Inc., Petition for Arbitration,
Arbitration Decision, Illinois Comm. Comln'n Docket No. 01-0338, at 48-50 (Aug. 8, 2001)
and Arbitration Between AT&T Comm, of lllinois, Inc. and Ameritech, Arbitration Decision,
Illinois Coins. Colnrn'n Docket No. 03-0239, at 149-51 (Aug. 26, 2003) (a CLEC may not
charge an ILEC more for terminating intrastate switched access than the ILEC charges the
CLEC); 199 Iowa Admin. Code 22.14(2)(d)(1)(-2) (prohibiting CLECs from charging a carrier
common line charge if it would render the CLEC's rate higher than the competing ALEC's rate),
Louisiana PSC General Order No. U-17949-TT, App.B, Section 301 (k)(4) (May 3, 1996)
(CLECs must charge non-discriminatory snatched access rates that do not exceed the competing
ALEC's rates), Code of Maryland Regulations § 20.45.09.03(b) (capping all LECs' switched
access rates at the level of the largest LEC in Maryland), Petition of Verizon New England Inc.
et al. for Investigation Under Chapter 159, Section 14, of the Intrastate Access Rates of
Competitive Local Exchange Carriers, Final Order,MassachusettsD.T.C. 07-9 (June 22, 2009)
(capping CLEC snatched access rates at Verizon's level), Access Rates to Be Charged by
Competitive Local Exchange Telecommunications Companies in the State of Missouri, Report
and Order,Missouri P.S.C. Case No. T0-99-596, 2000 Mo. PSC Lexis 996, at *28-31 (June 1,
2001) (capping CLEC access rates at the competing ALEC's level); In the Matter of the
Commission, on Its Own Motion, Seeking to Conduct an Investigation into into Intrastate
Access Charge Reform and Intrastate Universal Service Fund, Nebraska Pub. Serf. Comln'n
Application No. C-1628lNUSF, Progression Order #15, at 1] 9 (Feb. 21, 2001) ("absent a
demonstration of costs, a CLEC's access charges, in aggregate, must be reasonable comparable
to the ILEC with whom they compete"), New Hampshire PUC § 431.07 (CLECs cannot charge
higher rates for access than the ILEC does), New York P.U.C. Case 94-C-0095, Order, at 16-17
(Sept. 27, 1995), N.Y. P.U.C. Opinion 96-13, at 26-27 ( May 22, 1996), and N.Y. P.S.C.
Opinion 98-10, 1998 N.Y. PUC Lexis 325, at 26-27 (June 2, 1998) (benclnnarldng CLEC
access charges to the level of the largest carrier M the LATA), Establishment of Carrier-to-
Carrier Rules, Entry on Rehearing, Ohio P.U.C. Case No. 06-1344-TP-0RD, at 16-18 (Oct. 17,
2007) (capping CLECs' switched access rates at the level of the competing ILEC), Investigation
into the Modification of lntrastate Switched Access Charges, Opinion and Order, Case No. 00-
127-TP-COI (requiring four ILE Cs' intrastate switched access rates to mirror their interstate
access rates), 66 Pennsylvania Consolidated Statutes § 3017 (c) (prohibiting CLEC access
rates higher than those charged by the incumbent in the same service territory, absent cost
justification), Texas P.U.C. Subst. Rule § 26.223 (a CLEC may not charge a higher rate for
intrastate switched access than the ILEC in the area served or the statewide average composite
rates published by the Texas P.U.C. and updated every two years), Amendment of Rules
Governing the Certification and Regulation of CLEC5, Final Order, Virginia State Corp.
Coins. Case No. PUC-2007-00033 (Sept. 28, 2007) (a CLEC's switched access rate cannot
exceed the higher of its interstate rate or the rate of the competing ILEC), Washington Admin.
Code § 480-120-540 (requires CLECs' and ILE Cs' terminating access rates to be no higher than
their local interconnection rate, or depending on their regulatory status, incremental cost). In
West Virginia, a Hearing Examiner's recommendation to cap CLEC switched access rates at
the competing ALEC's level is pending approval by the Commission. Petition by Verizon West
Virginia Inc. Requesting that Commission Initiate a General Investigation of the Intrastate
Switched Access Charges of Competitive Local Exchange Carriers Operating in WV, Case No.
08-0656-T-GI.
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1 CONFIDENTIAL SUBJECT TO

2 PROTECTIVE ORDER IN DOCKET no. RT-00000H-97-0137

3 allowed to charge above the prevailing market rate-which, in Arizona, is

4 Qwest's rate.

5

6 LECs with  exist ing in trastate access rates below the benchmark should

7 not, of course, be permitted to raise their rates. Such a result would have

8 the aberrant effect of encouraging some LECs to increase the amount of

9 costs shif ted to other carriers, which would obv iously undermine the

10 economic efficiency that establishing a cap is intended to drive.

J

J

11 HOW SHOULD THE COMMISSION SET THE BENCHMARK?

1 12 A. The benchmark rate should be determined by calculating the composite of

13 the Qwest intrastate switched access rate elements for  the functions that

14 th e LEC a t  i ssue actua l ly per for ms in  pr ovidin g i t s  swi tch ed access

15 service. Therefore,  the benchmark r a tes wi l l  vary wi th  the swi tched

16 access funct ions the LEC per forms and the mi les of t r anspor t ,  where

17 applicable. Based on Verizon's proprietary calculat ions, Qwest 's

18 composite rate is approximately ***BEGIN CONFIDENTIAL

19 END CONFIDENTIAL*** per minute of use.
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1 CHANGES TO THE AUSFRULES

2
3

Q. DOES VERIZON ADVOCATE FOR SIGNIFICANT
MODIFICATIONS TO THE CURRENT AUSF RULES?

4 No. As noted earlier, Verizon generally recommends that the AUSF rules

5 remain unchanged. There is no evidence that the current fund is not

6 meeting its goals, such that it must be increased.

7

8 Expansion of the size and/or scope of the AUSF-as proposed in prior

9 comments filed by a number of patties to these dockets-would harm both

10 consumers and carriers. Verizon thus urges the Commission to focus on

11 the critical issue of intrastate switched access charges, rather than on rule

12 changes that would expand the size and/or scope of the AUSF beyond its

13 purpose. In particular, the Commission should not expand the AUSF to

14 serve as an "access recovery mechanism" for camlets that are required to

15 reduce their intrastate access rates to just and reasonable levels. Such an

16 approach would simply perpetuate the anticompetitive status quo, under

17 which these providers recover their network costs from someone other

18 than their own end users.

19
20

Q- DOES VERIZON PROPOSE ANY MODIFICATIONS TO THE
AUSF RULES?

21 As addressed in Section V of my testimony, Verizon proposes two minor

22 modifications. The first is elimination of R14-2-1206(E), which makes

23

A.

A.

AUSF support available to any competing can°ier operating in the same
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1 area as a canter that has qualified for AUSF disbursements. The other is

2 to incorporate a De minims exception that relieves carriers whose AUSF

3 assessment would be less than $500/month from contributing to the fund,

4 in recognition of the reality that the costs of compliance would exceed the

5 contribution amount. Verizon's rationale is explained below.

6

7 IV. VERIZON'S RESPONSES TO THE ISSUES IN THE ORDER

8

9

Q. DOES VERIZON HAVE A POSITION ON ANY OF THE TWELVE
ISSUES IDENTIFIED IN THE ORDER?

10 Yes. My testimony thus far collectively addresses a number of the issues

11 identified in the Commission's Order, but I also offer a brief individual

12 response to each issue below.

1. What carriers should be covered by access reform?

As discussed above, the intrastate access rates of all Arizona LECs (save
Qwest,  whose rates should serve as a benchmark) should be subject to
reform. If the Commission wishes to stage the reform process, it should
concentrate first  on the CLECs. Reform of CLEC ra tes  will  be the
quickest and easiest way to move toward more efficient access pricing,
because the CLECs' retail rates have never been constrained and they
have no can'ier-of-last-resort types of obligations.

2. To what target level should access rates be reduced?

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

T he Commiss ion should cap  the int r a s ta te access  r a tes  a t  Qwes t ' s
intrastate switched access rate. Because Qwest 's intrastate switched
access rates have been subject to the greatest degree of regulatory scrutiny
a nd ha ve been deemed ju s t  a nd r ea sona b le, H us ing i t s  r a t es  a s  a
benchmark will help ensure tha t  a ll int rasta te switched access ra tes
charged in Arizona are just and reasonable.

A.

11 See Decision No. 68604 (Qwest 2006 price cap order) at 31.
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3. What procedures should the Commission implement to achieve the
desired reduction in access rates?

The Commission should enter an order capping the intrastate access rates
of all LECs at the composite of the Qwest intrastate switched access rate
elements for  the functions that  the LEC at  issue actually perfonns in
providing its switched access service. The order should further direct that
if a LEC's current intrastate access rates comply with the new cap, it shall
file, within 30 days, a sworn affidavit attesting that its current intrastate
switched access tariff is in compliance with the order. If a LEC's current
intrastate access rates do not comply with the new cap, the order should
require it to file, within 30 days, both a new intrastate switched access
tariff that complies with the order (bearing an effective date no later than
30 days after  the order ) and a  swam affidavit  a t test ing tha t  the new
intrastate switched access tariff complies with the order.

The order  should a lso permit  any LEC tha t  is  required to file a  new
intrastate switched access tariff as a result of the order and whose retail
rates are regulated to quantify the revenue reduction associated with the
ordered access reductions and propose retail tariff changes to offset those
lost revenues within 30 days of the order, if the LEC chooses to do so.
LECs whose retail rates are unregulated already have this flexibility. The
Commission should also retain jur isdiction to investigate and compel
compliance with the order.

1
2
3
4
5
6
7
8
9
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11
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4. Should carriers be permitted to contract for access rates that differ
from their tariffed rates?

Yes. As the FCC has recognized, market-based mechanisms are the best
way to produce eff icient  pr ices  and promote the public  interes t .12
Negotiated intercarrier compensation agreements are the best long-term
solution to ensuring the efficiency of telecommunications markets in the
face of substantial technological change. Among other advantages, this
kind of approach, by virtue of being technologically neutral, adapts more
easily to changing technologies, encouraging their introduction without
the need to modify the regulatory regime. Until the industry can fully
transition to a regime of commercially negotiated agreements, however,
the Commission needs to ensure that access rates are set and maintained at
a level that will promote competition and economic efficiency. As a first
step toward the ideal of  negot ia t ed intercarrier compensation

12 See Access Charge Reform; Price Cap Performance Review for Local Exchange Carriers; Low-
Volume Long Distance Users; Federal-State Joint Board On Universal Service, Sixth Report
and Order in CC Docket Nos. 96-262 and 94-1, Report and Order in CC Docket No. 99-249,
Eleventh Report and Order in CC Docket No. 96-45, 15 FCC Rcd 12962, 11178 (May31, 2000)
("CALLS Order").
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arrangements,  the Commission should set a  benchmark to which other
carriers' rates should move (and from which coniers may choose to later
negotiate deviations). As Verizon has explained, the most appropriate
benchmark is Qwest's intrastate switched access rate.

1

2

3

4

5

6

7

8

9

5. What revenue sources should be made available to carriers to
compensate for the loss of access revenues?

10
11

To the extent camlets choose not to absorb access reductions ordered in
this proceeding, the Commission should give them sufficient retail rate
flexibility to recover lost access revenues from the retail rates they charge
their own customers. Above all, the Commission should reject proposals
to permit access revenue recovery from the AUSF, which should remain
small and devoted to its  pr imary purpose of establishing reasonably
comparable rates between urban and high-cost areas." Expanding the
AUSF would have the inefficient and undesirable result of continuing to
subsidize coniers that  prefer  to dip into their  competitors ' pockets to
replace lost access revenue, rather than recovering those revenues from
their  own customers. Such a  result  is  incompat ible with a  hea lthy,
competitive market for communications services.

6. How much of access cost recovery, if any, should be shifted to end
users? What showing should be required for such a shift? What
should be the role of "benchmark" rates and how should benchmarks
be set?

As noted above in response to Issues 3 and 5, the Commission should give
carriers sufficient retail rate flexibility to recover lost access revenues
through their retail rates, since it is appropriate for carriers to recover their
net wor k  cos t s  f r om t hei r  own end  u s er s ,  r a t her  t ha n  f r om t hei r
competitors. A quantification of the revenue reduction associated with the
ordered access reductions,  supported by affidavit,  should constitute a
sufficient showing to permit recovery of up to that that amount via retail
rates. Establishment of "benchmark" rates is not necessary under this
approach.

12
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15
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7. Procedurally what will be required of a carrier if it seeks a "revenue
neutral" increase in local rates?

As recommended in response to Issues 3, 5 and 6, the Commission should
permit  a  ra te-regula ted car r ier  tha t  chooses to quant ify the revenue
r educt ion a s soc ia t ed with a ny or der ed int r a s t a t e swit ched a ccess
reductions and propose retail tariff changes to offset those lost revenues to

13 See Decision No.70659 at 1, see alsoDecision No. 63267 at 1, Decision No. 56639 at 5, 32.
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do so within 30 days of an order requiring intrastate switched access rate
reductions by filing new tariffs and an affidavit attesting to compliance
with the Commission order. The Commission should retain jurisdiction to
investigate and compel compliance with the order.

8. Assuming that AUSF funds will also be used as a compensating
revenue source, what specific revisions (including specific
recommended amendment language) to the existing rules are needed
to allow use of AUSF funds for that purpose?

The Commission should not authorize the use of AUSF funds as an access
revenue recovery mechanism. To do so would go far beyond the original
purpose of the fund,  and would be bad public policy for  the reasons
previously discussed.

9. Which carriers should be eligible for AUSF support?

T o the ex tent  tha t  this  ques t ion a ssumes  tha t  the AUSF should be
transformed into an access recovery mechanism,  Ver izon vigorously
disagrees with that assumption. No carrier should be eligible for access
revenue recovery from the AUSF.

10. What should be supported by AUSF? Access replacement only?
High cost loops? Line extensions? Centralized administration and
automatic enrollment for Lifeline and Link-up?

AUSF funds  should be l imited to suppor t ing bas ic  loca l  exchange
telephone service, as defined in R14-2-l20l(6). The Commission should
not expand that definition, or the scope of AUSF-supported offerings, to
include any other services (including those proposed in Issue 10).

11. What should be the basis of AUSF contributions and what should be
the structure of any AUSF surcharge(s)?

Other than the De minims exception proposed in response to Issue 12
b elow,  Ver izon r ecommends  no c ha nges  t o  t he  ex i s t i ng  AUS F
contribution and surcharge structure provisions, but reserves its right to
respond to other parties' testimony on reply.

1
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12. Any other specific revisions to the AUSF rules.

Only one carrier per geographic area should be entitled to AUSF support,
regardless  of the technology used by tha t  canter . The Commission
should, therefore, eliminate R14-2-l206(E), which makes AUSF support
available to any competing carrier operating in the same area as a canter
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that qualified for AUSF disbursements. There is no justification for
supporting duplicative coverage in an area that is already being served by
a carrier receiving AUSF support.

In addition, the Commission should implement a De minims exception
that would exclude coniers whose AUSF assessment would be less than
$500/month from contributing to the fund, since the cost of generating and
processing reports and payments would exceed the contribution amount.l4
The Commission could accomplish this by amending R14-2-1204 to add a
new section C. that reads as follows:

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

C. Notwithstanding the other provisions of this Article, no
telecommunications service provider whose AUSF funding
obligation totals less than $500 per month shall be subject to an
AUSF funding assessment.

18 v. CONCLUSION

19 Q- DOES THIS CONCLUDE YOUR TESTIMONY?

20 Yes.A.

14 For example, Texas has such an exception. See Texas P.U.C. Rule 26.420(f)(3)(C),
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EXECUTIVE SUMMARY
Ir

IN THE MATTER OF THE REVIEW AND POSSIBLE REVISION OF ARIZONA
UNIVERSAL SERVICE FUND RULES, ARTICLE 12 OF THE ARIZONA

ADMINISTRATIVE CODE
DOCKET NO. RT-00000H-97-0137

IN THE MATTER OF THE INVESTIGATION OF THE COST OF
TELECOMMUNICATIONS ACCESS

DOCKET no. T-00000D-00-0672

This case is about the appropriate rates for intrastate switched access services.
Intrastate switched access rates are the rates charged by providers of local exchange services
to interexchange carriers to access their networks. Intrastate switched access rates make a
significant contribution to a carrier's joint and common costs which has helped to keep local
rates more affordable. Most parties agree that switched access charges need to be reformed
to achieve the following benefits: 1) price efficiency, 2) reduction of arbitrage opportunities,
3) elimination of differences in rates that occur because of regulatory decisions, and 4)
establishment of more consistent and rational intrastate switched access rates.

The Arizona Corporation Commission ("Commission") has jurisdiction only over
intrastate service of the set of services provided by telecommunications companies and
consequently is unable to establish consistent rates for all services in all cases. The
Commission can only insure that the rates that it has the ability to set are consistent. The
Federal Communications Cormnission ("FCC") has an open docket in which it intends to
address intercarrier compensation on a comprehensive basis. The FCC's proceeding is
intended in part to eliminate inconsistencies in the rates for essentially the same services
involving multiple carriers' access and use of networks and facilities in originating and
temiinating calls. As has been pointed out by AT&T Communications of the Mountain
States, Inc., there is a significant difference in the usage-based rates for interstate and
intrastate switched access services.

Staff supports intrastate switched access charge reform in order to achieve the
benefits discussed above. Staff believes that requiring Arizona Local Exchange Carrier
Association ("ALECA") members' rates be set at Qwest intrastate rates is a reasonable step
in the move toward consistency with interstate rates. Qwest Corporation's access rates have
already been reduced by $27 million a year and Staff in not recommending further reductions
as a result of this docket at this time.

I

As discussed below, Staff believes that carriers that elect not to absorb the access
charge reductions, should be required to file a rate case so dirt a benchmark rate can be
established by the Commission. If a carrier's rates exceed that level, and the carrier is
entitled to further support based upon the financial data submitted, only then would Staff
recommend Arizona Universal Service Fund ("AUSF") support, Staff"s alternative
recommendation, in the event the Commission wants to immediately proceed with switched
access charge rate reductions would be to require any ALECA member not willing to absorb
the reduction in access charges, to file an application for immediate temporary AUSF support
on a revenue neutral basis which would be used to offset the access charge revenue
reductions. The surcharge would remain in effect until the Commission addressed the



Company's rates in a rate case. Staff recommends an R14-2-103 tiling by each of the
ALECA members electing to receive temporary AUSF support with the first filing made
within twelve months of a Commission Decision in this matter.

Staff positions on the list of issues posed by the Administrative Law Judge in the
October l, 2009 Procedural Order are as follows:.

1. What cam'ers should be covered by access reform?

ALECA members
CLECs

i
To what target level should access rates be reduced?

ALECA members' access rates should be reduced to Qwest's intrastate rates
CLECs' access rates should be capped at the incumbent LEC's rates.

What procedures should the Commission implement to achieve the desired reduction
in access rates?

The following alternatives assume that the ALECA member company is not willing
to simply absorb the switched access charge reductions.

Alternative A:

It is Staffs position that a company should be required to show that it, in fact, hos
no other source offends to offset switched access charge rate reductions before it is
authorized to receive an AUSF surcharge subsidy. As is shown in Exhibit WMS-2,
the residential local exchange service rates for the rural incumbent LECs range
from $9.25 to $24.46 per month. Staff believes that Ir would be inequitable to
require ratepayers with a $24.46 monthly rate to provide an AUSF surcharge
subsidy to a company and its ratepayers whose monthly local service rate is, for
example, $9.25. Staff recommends that the rural incumbent local exchange
companies by required to _file R14-2-103 information to allow the Company and the
Commission to increase rates to levels that generate additional revenues while
providing service Ar reasonable rates, before they are authorized to receive AUSF
surcharge subsidies.

Alternative B:

If the Commission does not accept Alternative A, and desires to proceed with access
reform immediately without a full R14-2-103 filing; Sta# recommends the
following process to address this phase of access charge reform for ALECA
members.

i

3.

2.

First step - A USF surcharge until the company's rates have been addressed by the
Commission in a rate case. With 3 months of the Commission's Decision, the
company may file for AUSF support on a revenue neutral basis. The amount of
the surcharge would be equal to the amount of the earlier's reduction in access
charges. Such application would include financial information sufficient for the
Commission to make a fair Value finding and fair value rate or return
determination. Beginning twelve months of a Commission decision granting the
temporary AUSF support, Companies would be required to file a rate case or rate
review filing pursuant to A.A.C R14-2-103. The company may elect to reduce its
access charges on its own without AUSF support in which case it would not be
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required to _file a rate case, unless it wants authorization to change other rates and
charges.

Second step .- rate review for the purpose of increasing local and other service rates
to levels that do not harm ratepayers and continued A USF surcharge revenue U" the
rate increases are not sufficient to cover the access revenue reductions or the new
revenue requirement. Staff recommends filing on a staggered basis due to Staff
resource constraints. Staff recommends the following schedule for the ALECA
members'filings:

Frontier (White Mountains)
Valley Telephone Coop
SCUTA
Navajo Communications
Frontier (Rural
Copper Valley
Accipiter
Arizona Telephone Company
Table Top Telephone Company
Southwestern Telephone Company
Midvale Telephone Exchange

Within 12 months of Decision
15 months after a Decision
18 months after a Decision
21 months after a Decision
24 months ay?er a Decision
27 months after a Decision
30 months after a Decision
33 months after a Decision
36 months after a Decision
39 months after a Decision
42 months after a Decision

4. Should carriers be permitted to contract for access rates that differ from their tariffed
rates?

Yes. While the Commission has not required the _filing of switched access service
agreements in the past, Staff recommends that the Commission require the filing of
these agreements on a going forward basis. The Commission has jurisdiction to
require the filing of any interconnection agreement between carriers impacting
their operations in Arizona Moreover, Sta" believes that :fa company enters into
an agreement for switched access service with an INC or other provider, the
contracts' provisions should be made available to any other similarly situated
customer/carrier which desires to enter into a similar agreement. The CLECs
should be required to amend their tars to allow contracts and further indicate the
agreements will be _filed with the Commission for public inspection and made
available to other similarly situated carriers.

5. What revenue sources should be made available to carriers to compensate for the loss
of access revenues?

Staff believes that rate increases should be authorized where appropriate, and then
AUSF surcharges should be implemented to recover any revenue shortfall.
However, U" the Commission wants to immediately provide the benefits of access
rate reductions, Staff recommends that the companies be able to receive AUSF
surcharge revenues to offset access charge reductions on a temporary basis but that
they subsequently be required to make a R14-2-103 filing. A waiver of the current
AUSF rules would have to be requested and granted by the Commission to allow
immediate recovery of access charge reductions through the AUSF surcharge
mechanism. In this manner, the Commission could immediately implement a
revenue neutral rate change in order to allow intrastate in tercarrier compensation
reform to progress.

6. How much of access cost recovery, if any, should be shifted to end users? What
showing should be required for such a shift? What should be the role of "benchmark"
rates and how should benchmarks be set?



I Staff does not recommend implementation of statewide benchmark local service
rates at this time. However, a "benchmark rate"for each company should be set
when the company submits it rate review filing as recommended above,

7. Procedurally what will be required of a carrier if it seeks a "revenue neutral" increase
in local rates?

Staff believes that a change to other rates of the company could be made to offset
the switched access charge reduction as long as the change in rates was overall
revenue neutral outside of a rote case. Staff believes that such a scenario would be
permissible under the Scales case.

4

Similarly, a revenue neutral change could be accomplished by reducing the
companies' switched access rates and using the AUSF on a temporary basis to
o_ et the switched access rate reductions on a revenue neutral basis. Or, Staff
believes that a combination of changes to local rates and AUSF surcharges could
be used to offset any access charge reductions on a revenue neutral basis outside of
a rate case.

Procedurally, under any of these scenarios, the company would have to make a
filing with the Commission showing the rate changes and demonstrating that they
were in fact revenue neutral. Staff would also recommend that company be
required to file financial information sujyicientfor the Commission to make a fair
value finding and a fair value rate of return finding. Finally, if the carrier were to
be given temporary AUSF support outside of rate case, the carrier would have to
obtain a waiver of the Commission 's current A USF rules.

Assuming that AUSF funds will also be used as a compensating revenue source, what
specific revisions (including specific recommended amendment language) to the
existing rules are needed to allow use of AUSF funds for that purpose?

The existing rules appear to allow the use of the AUSF surcharge as a means of
keeping rates in high cost areas affordable. A specie provision would have to be
added to the rules to allow for the use of USF reven us to compensate carriers for
revenue reductions resulting from Access Reform. However, a waiver of the rules
would allow the Commission to immediately proceed to implement intercarrier
compensation reform, which Staff believes is in the public interest.

9. Which calTiers should be eligible for AUSF support?

Staff recommends that carriers of last resort that have a requirement to provide
service to all prospective customers should be eligible to have a portion of their
costs recovered through a surcharge on all telecommunications services provided in
the State.

l

Under Staff's proposal, further reduction in Qwest's access rates is not
recommended in this docket at this time. Such reductions would occur in the
future and therefore, Qwest would not be eligible for AUSF surcharge support at
this time.

10. What should be supported by AUSF? Access replacement only? High cost loops?
Line extensions? Centralized administration and automatic enrollment for Lifeline
and Link-up?

8.

Until the company liles a rate case, only access reform replacement revenues
should be supported through the implementation of an AUSF surcharge. Given
that the a reduction in access rates from current rates to Qwest's current aeeess
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rates will she approximately $23 million and the fact that the FCC currently has a
High Cost Loop Support mechanism in place that provides significant revenues for
high cost loops and that the companies have not been subject to a rate review for
longer than a decade, Staff is only recommending AUSF surcharge support in
connection with switched access charge reform.

Stajfdoes not propose to redefine the A USF rules at this time. For purposes of this
ease, Staff believes that only access charge reform replacement revenues are at
issue. Staff further recommends that any other changes to the AUSF rules be
addressed at the time that the FCC issues its order on in terearrier compensation or
modu5>ing the federal High Cost Fund.

Staff recommends that Arizona Eligible Telecommunications Carriers ('arizona
ETCH") implement the recommendations contained in the Report and
Recommendations of the Arizona Eligible Telecommunications Carriers ("ETCs")
on Lifeline and Link-Up ("the Industry Report") which was submitted to the
Commission on December 21, 2005. Staff does not recommend that the costs of
implementing these recommendations be recoverable through an A USF surcharge.
lathe projections contained in the industry report are accurate, the incumbent local
exchange companies stand to gain $38 million a year in additional revenues that
they would not receive absent the federal programs. Given this potential increase
in revenues, Staff believes that the beneficiaries of these funds will contribute the
relatively small amount of money to reap a potentially substantial return on those
expenditures.

11, What should be the basis of AUSF contributions and what should be the structure of
any AUSF surcharge(s)?

Sta# recommends that the AUSF surcharges be assessed on jurisdictional retail
revenues rather than the current methodology which assessed the A USF surcharge
on intrastate long distance revenues and on interconnection trunks.
Implementation of this recommendation would require a rule change or
amendment

12. Any other specific revisions to the AUSF rules.

None.

.
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1 INTRODUCTION

2 Q,

3 A.
l

4

5

Please state your name, occupation, and business address.

My name is  W i l f r ed  Shar d .  I  am a  Pub l ic  U t i l i t y  Ana lys t  Manager  emp loyed  by  the

Ar izona  Corpora t ion  Commiss ion  ( "ACC" o r  "Commiss ion" )  in  the  Ut i l i t ies  D iv is ion

("Staff"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q- Briefly describe your responsibilities as a Public Utility Analyst Manager.

8

9

10

In my capacity as a Public Utility Analyst Manager, I develop research reports and policy

positions on economic issues pertinent to the telecommunications industry. I have

developed and the Commission in rate proceedings,presented testimony before

11 proceedings to consider granting operating authority to interexchange and local exchange

12 I review

13

companies, and in telecommunications policy development proceedings.

telecommunications uti l i ty industry filings and make recommendations to the

14 Commission.

15

16 Q.

17 A.

18

19

20

21

Please describe your educational background and professional experience.

In 1975, I graduated from the University of Texas at El Paso, receiving a Bachelor of Arts

degree in Economics. I received a Master of  Arts degree in Economics f rom the

University of Texas at El Paso in 1983. I have been employed by the Arizona Corporation

Commission since May 1984 as a Rate Analyst,  Economist,  Acting Chief  of  the

Economics and Research Section, and Public Utilities Analyst Manager.

22

23 Q,

A .24

A.

What is the scope of your testimony in this case?

I will present the Staff recommendations on the issues to be addressed in this docket.
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1 Q- Qwest Corporation's ("Qwest's") view that this is a

2

Does Staff agree with

policymaking docket?
1
A

3

4

No. Staff will recommend certain steps that the Commission may take at this time to

address Access Charge issues that have been presented by both the interexchange carriers

5 the members of the Arizona Local Exchange Coniers Association

6

("IXCs") and

("ALECA") over which the Commission has jurisdiction.

7

8 ACCESS CHARGE-RELATED ISSUES

9

10

ALECA Member Companies Intrastate Switched Access Charge Reform

What are the current switched access rates in Arizona for Qwest and the ALECAQ-

11 members"

12 A. Exhibit WMS-1 contains the current intrastate switched access rates in Arizona for Qwest

13 and the ALECA members over which the Commission has jurisdiction.

14

15 Q-

16

What is Staffs recommendation on the appropriate level of switched access rates in

Arizona for Qwest and the ALECA members?

17

18

19

20

21

Staff recommends that Arizona Local Exchange Carrier Association ("ALECA")

members' rates be set at Qwest intrastate rates. This is a reasonable second in the move

toward consistency with interstate rates. Qwest's intrastate switched access rates have

already been reduced by $27 million annually. Staff is not recommending further

reductions to Qwest's intrastate switched access rates as a result of this docket at this time.

22

23 Q,

24

What is the interexchange carriers' position on Qwest's switched access charges?

The interexchange carriers believe that Qwest's intrastate switched access rates should be

reduced to mirror its interstate rates.25

A.

A.

A.
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1 Q- Does Staff believe that Qwest's intrastate switched access rates should be reduced to

mirror its interstate rates?2

3 A.

4

No. As stated previously, Qwest's switched access rates have already been reduced by

$27 million annually.

5

6 Q- Does Staff believe that CLECs should be able to enter into contracts with IXCs for

7 switched access service?

8 A.

9

Qwest raised an issue concerning the propriety of contracts entered into between CLECs

and IXCs or others in which the CLEC has given the INC a rate for switched access

10

11

service that is generally lower than its tariffed rate. Such contracts are interconnection

agreements in the broad that business contract between

12

sense in they are a

telecommunications providers for the purpose of interconnecting their networks and

13

14

15

16

17

18

19

20

21

22

23

24

25

exchanging telecommunications traffic. This type of interconnection agreement is to be

distinguished from interconnection agreements between incumbents and CLECs falling

within the purview of Section 251 of the 1996 Act. While this is not the typical

interconnection agreement which carriers are required to file pursuant to Section 251 , the

Commission has broad jurisdiction over interconnections agreements between carriers.

While the Commission has not required the filing of switched access service agreements

in the past, Staff recommends that the Commission require the filing of these agreements

on a going forward basis. The Commission has jurisdiction to require the filing of any

interconnection agreement between carriers impacting their operations in Arizona.

Moreover, Staff believes that if a company enters into an agreement for switched access

service with an INC or other provider, the contracts' provisions should be made available

to any other similarly situated customer/carrier which desires to enter into a similar

agreement. The CLECs should be required to amend their tariffs to allow contracts and
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l

2

3

4

further indicate the agreements will be filed with the Commission for public inspection

and made available to other similarly situated carriers.

Q,

5

6

A.

7

8

9

10

11

12

13

14

Why are interstate access charges lower than intrastate access charges?

Interstate access charges are generally lower than intrastate access charges because of the

manner in which costs that have been allocated to interstate access are recovered,

Customers currently pay a monthly Subscriber Line Charge ("SLC") that the FCC

instituted when it concluded that non-traffic sensitive costs should be recovered through a

non-traffic sensitive charge rather than through usage-sensitive access charges. No

intrastate equivalent charge has been implemented by the Commission. If the

Commission were to adopt the FCC's approach to access charge cost recovery and access

charge reform, customers would see an increase in their monthly charge through the

implementation of an intrastate SLC, and IXCs would see a reduction in the rates that they

pay for intrastate switched access service.

15

16

17

18

19

20

21

22

23

Q. Please describe the Coalition for Affordable Local and Long Distance Service

("CALLS") Order.

Since the Telecommunications Act of 1996, the FCC has been moving the price of long

distance companies' access to local telephone networks towards levels that reflect costs.

The CALLS plan was approved by the FCC on May 31, 2000 and applies to those

companies (generally, the larger and urban companies) that were providing service under

the terms and conditions of an interstate Price Cap Plan. Implementation of the CALLS

Plan resulted in, among other things, the following changes to interstate access service.

Increases to the Primary Residential and Single-Line Business Subscriber Line
Charge ("SLC") Caps:

24

25
26
27
28
29

SLC caps would begin at $4.35 on July l, 2000 and gradually increase to
amount no higher than $6.50 on July 1, 2003.

an

A.

I I
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Price cap LECs must justify any increases to the SLC cap above $5.00.

Commission will review SLC rates prior to the increase scheduled for July 1, 2002 ,
including evaluation of price cap LECs' forward-looking costs.

$2.1 Billion in Switched Access Usage Charge Reductions:

Reductions would be made immediately, on July 1, 2000.

Reductions will be tadcen by

targeting the 6.5% X-factor to switching and switched transport
services until the target rates are reached,

r educing Common Car r ier  Line ("CCL") charges
application of $650 million in universal service support,

through

1
2
3
4
5
6

7

8
9

10
11

12
13
14

15
16
17

18
19
20

21
22
23

reducing CCL charges through application of primarily rural
carriers' 6.5% X-factor to the common line basket.

If these reduction do not total $2.1 billion on July 1, 2000, price cap LECs
will make additional reductions to switched access usage charges to equal
that amount..'

Q-24

25

26

A.

27

28

29

30

Please describe the Multi-Association Group ("MAG") Order.

In its implementation of the MAG Plan, the (FCC) modified its interstate access charge

rules and universal service support system for rate-of-return incumbent local exchange

carriers (LECs). These companies are rate-of-return cotTiers, as opposed to price cap

carriers, are typically small, rural telephone companies concentrated in one area, but they

range in size from a few hundred lines to approximately one million. The following

summarizes the Order in relevant part:

31

32
33
34
35
36
37
38

The Order increases the caps on SLCs to the levels paid by most subscribers
nationwide. The residential and single-line business SLC cap will increase to $5.00
on January l, 2002, and may increase up to $6.00 on July 1, 2002, and $6.50 on
July 1, 2003, subject to a cost review study for the SLC caps of price cap carriers.
The multi-l ine business SLC cap wil l increase to $9.20 on January 1, 2002.
Lifeline support will be increased in an amount equal to any SLC rate increases for
low-income subscribers.

I FCC Summary of CALLS Proposal Access Charge Provisions, dated May 31, 2000.
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I

The Order allows limited SLC deaveraging, which will enhance the
competitiveness of rate-of return carriers by giving them important pricing
flexibility. The SLC deaveraging method inconsistent with the Rural Task Force
universal service support disaggregation scheme.

The Order reforms the local switching and transport rate structure. In particular, it
shifts the nontraffic sensitive costs of local switch line ports to the common line
category, and reallocates the remaining costs contained in the Transport
Interconnection Charge to other access rate elements. These measures align the
rate structure more closely with the manner in which costs are incurred and reduce
per-minute switched access charges.

The Order creates a new universal service support mechanism, Interstate Common
Line Support, to convert implicit support in the rate structure to explicit support
that is available to all eligible telecommunications carriers. Specifically, Interstate
Common Line Support will replace the carrier common line (CCL), which will be
phased out as of July l, 2003, when SLC caps reach their maximum levels. The
new support mechanism will ensure that changes in the rate structure do not affect
the overall recovery of interstate access costs by rate-of-retum carriers serving
high cost areas.

The Order does not adopt proposals to prescribe a single, target rate for per-minute
charges, either on an optional or a mandatory basis. The reforms adopted in the
Order will reduce per minute charges for all rate-of-return carriers, while giving
them the flexibility to establish rates based on their own costs in the areas they
serve,

1

2
3
4

5
6
7

8
9

10
11
12
13
14

15
16
17
18

19
20

21
22
23

24
25
26
27
28
29

30
31

32

33
34

The Order streamlines the rules for introduction of new access services by rate-of-
return carriers.

The Order terminates the proceeding on the r prescription of the authonlzed rate-
of-retum, which was set at 11.25 percent in 1990.2

35

1
1

z Federal Communications Commission Summary of MAG Item, dated October 11, 2001.
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l Q-

2

How do the carriers, other than ALECA, propose that any revenue shortfall that

results from the reduction of intrastate access rates be addressed?

3

4

5

6

7

8

9

10

12

13

14

15

16

17

Qwest believes that there should be increases in local service rates up to a benchmark and

to the extent that those increases are not enough to make up for the revenue shortfall, then

coniers should be allowed to obtain any revenue shortfall via an AUSF surcharge

AT&T believes The Commission should first require all LECs 1 to reduce their intrastate

switched access rates to parity with the corresponding interstate rates, and at the same time

it should give ILE Cs the flexibility, but not a mandate, to increase rates up to a reasonable

benchmark level (subject to reasonable limits on annual rate increases during a transition

period). To the extent that the allowed rate increases are not sufficient to recover the

reductions in access revenues, an ILEC will be allowed to obtain explicit subsidies from

the AUSF.4 Sprint's position is that LECs should recover revenue from services provided

to their end user customers. Sprint further believes the aggregate retail revenue

opportunity available to a LEC exceeds the aggregate costs for all retail services provided

to their customer base and states that, "Unless proven otherwise through a thorough

financial review of the LECs total operations, only then would Sprint concede that some

targeted support would be an acceptable alternative recovery mechanism."5 Verizon

18 stated its position is as follows: To the extent carriers choose not to absorb access

19

20

21

22

23

reductions ordered in this proceeding, the Commission should give them sufficient retail

rate flexibility to recover lost access revenues iron the retail rates they charge their own

customers. Above all, the Commission should reject proposals to permit access revenue

recovery from the AUSF, which should remain small and devoted to its primary purpose

of establishing reasonably comparable rates between urban and high-cost areas.

3 Direct Testimony Of Peter B. Copeland On Behalf Of Qwest Corporation ,, Page 5

4 Direct Testimony of Dr, Ola Oyefiisi On Behalf of AT&T Communications of the Mountain States, Inc. and TCG
Phoenix,, Page 8
5 Direct Testimony Of James A. Appleby On Behalf Of Sprint Communications Company, L.P., Sprint Spectrum,
L.P. And Nextel West Corp. , Page 21

A.
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1

2

3

4

Expanding the AUSF would have the inefficient and undesirable result of continuing to

subsidize carriers that prefer to dip into their competitors' pockets to replace lost access

revenue, rather than recovering those revenues from their own customers. Such a result is

incompatible with a healthy, competitive market for communications services.6

5

6 Q-

7

Does AT&T propose to increase local service rates at the same time that switched

access rates are reduced"

8 A.

9

10

11
I

Not necessarily. AT&T has indicated that under its proposal companies would be able to

recover the difference between the revenues generated from increasing the rates to the

benchmark rate and the revenue reduction associated with reducing the rates to a level

approved by the Commission immediately. AT&T states the following:

12

13
14
15
16
17
18
19
20

First, the Commission should give all carriers the opportunity to increase
retail rates for local service up to a "benchmark" established by the
Commission (to the extent they do not already have that flexibility),
However, the Commission should not require carriers to raise local service
rates by any amount. Rather, die actual decision to raise price, and the
amoiuit (within the constraints of the benchmark cap), should be let to the
coniers as they are best positioned to make decisions about their own
businesses.7

21

22 Q- What carriers do the non-ALECA carriers believe should be covered by access

23 reform"

24 A. The non-ALECA coniers generally believe that Qwest and all other carriers should be

25 addressed at this time.

I
I

a Direct Testimony Of Don Price On Behalf Of Verizon, Page 21 v lines 6 - 20.

7 Direct Testimony of Dr. Ola Oyefusi On Behalf of AT&T Communications of the Mountain States, Inc. and TCG
Phoenix, Page 51, line 24 to Page 25, line 4.

I

I
I
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I

1 Q-

2

3 A.

4

5

6

Companies have argued that there are different rates for essentially the same service

thus providing incentives for arbitrage. Does Staff agree?

Yes. Most of the participants in the Access and AUSF workshops stated that arbitrage is a

possible outcome when discussing potential access charge reform. In addition, the FCC's

pending intercarrier compensation reform proceeding is driven by its desire to eliminate

unreasonable differences in the rates for access services.B

7

8 Q. What are the benefits of switched access charge reform?

9

10
11
12
13
14

Essentially, the benefits of switched access charge reform are:

1.
2.
3.
4.

Price efficiency.
Reduction of arbitrage opportunities.
Elimination of differences in rates that occur because of regulatory decisions.
Establishment of more consistent and rational intrastate switched access rates.

15

16

17 Q.

18

19 A.

CLEC Intrastate Switched Aceess Charge Reform

What is Staff's response to the Eschelon, et al. claim that there are legitimate reasons

why access rates charged by different carriers are different?

Eschelon, et al. have posited that if carriers who pay access charges believe a certain

20

21

22

23

24

x 25

carrier's rates are unreasonable, the complaint process makes the most sense rather than

overarching reform which treat all carriers the same. The CLECs can't have it both ways.

On the one hand they argue that they have no market power, that they are price takers in

the market and that any differences in the rates they charge will be bid away by the

competitive market. With respect to tennination of a call to a CLECs' customers, the

IXCs have no alternative but to pay the CLECs' rates to terminate calls. It is because of

8 In the Matter of Developing a Unified Intercarrier Compensation Regime, CC Docket No. 01-92, Released: April
27, 2001, Para. 2.

A.
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i

1

2

this lack of a competitive alternative that Staff believes that the terminating access rate for

CLECs should be capped at the incumbent LECs rates.

Q-

3

4

5

6

7

8

9

A.

Has the FCC addressed this particular issue with respect to CLEC access changes?

Yes. In its proceeding on Access Charge reform the FCC issued a decision that put a

benchmark mechanism in place to limit the potential for some CLECs to inappropriately

shift onto the long distance market in general a substantial portion of the CLECs' start-up

and network build-out costs.9

In its decision, the FCC noted that:

10

11
12
13
14
15
16
17
18
19
20
21

INC purchasers of CLEC access services contend that CLECs have
tariffed switched access rates at unjust and unreasonable levels. They
assert that it is an anomaly for a "competitive" provider to enter a market
by charging well in excess of the rate charged by the market's incumbent
and that such entry could not be maintained in a competitive market. The
laCs argue that high access charges allow CLECs unfairly to shift their
operational expenses and their network build-out expenses to IXCs and,
through them, to long distance ratepayers generally. Moreover, INC
commenters complain that these unreasonable rates are unilaterally
imposed through tariffs, rather than through negotiation with a willing
purchaser. (footnotes omitted)

22

23 The FCC further noted that:

24

25
26
27
28
29
30
31
32

By contrast, CLECs assert that their rates are justified by their substantial
network development costs and their significantly higher per-unit cost of
providing service that arises from the smaller customer base over which
they may spread their operational costs. They argue that ILE Cs were for
many years protected monopoly providers of local exchange and exchange
access services, during that time, they funded the build-out of their
networks through rates imposed on captive customers and through access
rates that were dramatically higher than they are today. .

33

9 In the Matter of Aceess Charge Reform and Reform of Aecess Charges Imposed by Competitive Local Exchange
Carriers, CC Docket No. 96-262, Seventh Report And Order And Further Notice Of Proposed Rulemaldng,Adopted:
April 26, 2001, Released: April 27, 2001



I Direct Testimony of Wilfred Shand
Docket Nos. RT-00000H-97-0137, et al.
Page 11

1

2

Q.

A.

How did the FCC address these conflicting opinions?

In its decision, the FCC concluded:

3

4
5
6
7
8
9

CLECs will be restricted only in the manner that they recover their costs
from those access-service consumers that have no competitive alternative.
We implement this restriction on the CLEC's exercise of their monopoly
power by establishing a benchmark level at which CLEC access rates will
be conclusively presumed to be just and reasonable and at (or below)
which they may therefore be tariffed.

10

11 Q. What is Staff's recommendation with respect to CLEC access charges?

Staf f  recommends that CLECs' maximum switched access rates be capped at the

incumbent LEC's rates and that the CLECs should be required to reduce their maximum

switched access rates to the level of the incumbent local exchange carrier. I f  Staf f s

access charge rate reformation is adopted by the Commission, the incumbent LEC's rates

wil l  be Qwest's current intrastate rates. Staf f  bel ieves that the FCC solut ion is

appropriate.

12

13

14

15

16

17

18

19

20

21

22

23

A.

If, however, a CLEC believes that its costs of providing switched access services exceed

those of the incumbent local exchange company, such that it believes a higher maximum

rate level is appropriate, it should have the option of tiling information with the

Commission to demonstrate these higher costs and a hearing on the issue, if desired.
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Switched Aecess Charge Reform Funding .

Q. Does Staff agree with Qwest and the Joint CLECs that AUSF contributions "should

come from all sectors of the industry, i.e. ILEC, CLEC, Cable, Wireless and VOIP

providers...""10

Yes. Staff agrees that funding for AUSF should come ' f irm all sectors of the industry over

which the Commission has jurisdiction.

A.

1

2

3

4

5

6

7

8

9

10

Q-

A.

What is Staff recommendation regarding the Joint CLECs' disagreement with

Qwest's proposal that the Commission to automatically follow the FCC, should the

FCC change its method of funding the federal USF?"

Staff also agrees with the CLECs that the Commission should not automatically adopt the

FCC's method of funding federal USF for purposes of the AUSF. The method that the

FCC adopts may not be appropriate for the State of Arizona.

11

12

13

14

15

16

Q. Does Staff agree that access charge reform is in the public interest only with a

resultant reduction in toll rates?u

17

18

i

I

19

20

21

22

23

No. A reduction in toll rates is a benefit, however the restructuring of access rates to

provide more consistency in the price of inputs provides a societal benefit in that the costs

(through the use of society's resources) of providing a service can be weighed against the

costs of providing that same service or alternatives to that service. The market can only

determine the more efficient (least cost use of society's resources) method of production if

the prices reflect the costs of production

A.

10 Direct Testimony of Douglas Derma On behalf ofloint CLECs, December 1, 2009, Page 69, lines 8
11 Direct Testimony of Douglas Denney On behalf of Joint CLECs, December 1, 2009, Page 69, lines 8
12 Presentation by Mark Starkey for Joint CLECs at the June 19, 2009 AUSF workshop.
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1 Q,

2

Should the IXCs be required to make a filing with the Commission to show that they

have passed through the reductions that result from rate reductions?

3 A. Yes. Staff recommends that the INC be required to make a filing with the Commission to

4

5

6

7

8

show that they have passed through the revenue reductions that result from the switched

access charge rate reductions. This requirement insures the end users will see a concrete

benefit from the reform of access charges. In addition, AT&T has indicated that it would

also eliminate its Intrastate Connection charge. Staff recommends that the Commission

require all other interexchange carriers to withdraw all similar charges.

9

10 ARIZONA UNIVERSAL SERVICE FUND-RELATED ISSUES

11 Q, Does the Commission currently have a mechanism whereby it provides subsidies to

12

13 A.

14

high cost companies?

Yes. The Commission currently has rules in place that allow companies operating in high

cost areas to apply for AUSF surcharge subsidies to keep its rates at an affordable level.

15

16 Q,

17

Do you believe there is a better way to describe the mechanism than "Arizona

Universal Service Fund""

18 A. Yes. The name AUSF seems to imply that there is a pot of money that has been set aside

19

20

for the purpose of having companies apply for revenue from the fund and that is sits in a

bank account somewhere unused. This is not the case. Because of the manner in which

I

I 21

22

the AUSF works today, a more appropriate description of the mechanism might be the

"Arizona Universal Service Surcharge."

23

24 Q, Please describe AUSF mechanism that is in place today.

25
26
27
28

A. Pursuant to A.A.C. R14-2-1203 :

A provider of basic local exchange telephone service may request that the Commission
authorize AUSF support with a tiling under R14-2-103 or other method as the
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1
2
3
4
5
6

Commission may prescribe, and upon compliance with all applicable rules set forth in
R14-2-I 101 through R14-2-1 l 15. A request for AUSF support shall include a statement
describing the need for such funding. The Commission shall determine the appropriate
cost of providing basic local exchange service for each AUSF support area for which
AUSF support is requested and shall calculate in accordance with R14-2-1202 the amount
of AUSF support, if any, to which the applicant is entitled.

7

8 Q. How is the amount to be recovered through the AUSF surcharge calculated?

9

10
11
12
13
14
15

Pursuant to A.A.C. R14-2-1202:

The amount of AUSF support to which a provider of basic local exchange telephone
service is eligible for a given AUSF support area shall be based upon the difference
between the benchmark rates for basic local exchange telephone service provided by the
carrier, and the appropriate cost to provide basic local exchange telephone service as
determined by the Commission, net of any universal service support from federal sources.

16

17 Q.

18 A.

19

20

21

22

23

What companies currently receive AUSF surcharge revenue subsidies?

Currently, only Citizens Telecommunications Company of the White Mountains, Inc. db

Frontier Communications of the White Mountains receives and AUSF surcharge subsidy.

In Decision No. 56657, dated October 10, 1989, the Commission concluded that

residential and business rates should increase by no more that 5 percent and that any

residual revenue requirement should be supported by an AUSF surcharge subsidy,

Citizens is currently authorized to receive $769,620, annually.

24

25 Q- How is the fund administered and by whom?

26 A.

27 Solid

28

i 29

30

31

32

A.

The Commission entered into an agreement for professional services with the National

Exchange Carriers Association (now "Solix, Inc.") to administer the AUSF.

requested and received data from all Arizona telecommunications providers for use in

calculating the surcharges that would be applied to all telecommunications providers for

each year. From this data, Solid calculates that the annual monthly surcharge for Category

One (local exchange service) providers and Category Two (toll service) providers, The

collection of the surcharge amounts over the year generate sufficient funds to cover the
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1 AUSF distributions that Citizens has been authorized to receive, cover Solix' contract

2

3

4

costs to administer the program, and provide a cushion against any unexpected events that

could disrupt the flow of funds to the subsidy recipient. As of December 31, 2009, the

AUSF was expected to have a fund balance of$243,731 .

5

6 Q- How much of an AUSF subsidy does Citizens (Frontier) receive, per access line

7 basis?

8 Citizens currently receives approximately

9 | per access line.

10

11 Q- What are the reasons that the ALECA members believe that AUSF revenues are

necessary?

Access revenues are declining,

1 1 Access rates will be reduce to eliminate the incentive for arbitrage and so that
prices reflect the costs of the service,

12

13
14
15
16
17
18
19
20
21
22
23

Because of this, there is pressure on other services to cover the costs of providing
service in rural area.
be too high to maintain the level of subscribership that currently exists

The ALECA members believe that the resulting prices will
and

A potential for reduced subsidies iron the Federal High Cost Fund in the future.

24

25

26 Q-

27

Use and Establishment of Benehmark Rates

What is Qwest's recommendation regarding a statewide basic local service rate

benchmark rate?

28 A. Qwest recommends that the Commission set a benchmark rates at 125 percent of due state-

29 wide average rates for residential and business local exchange rates. Under Qwest's

30 proposal, a local exchange company would increase its local serv ice rates to the

13 Presentation by Curt Huttsell for ALECA at the June 19, 2009 AUSF workshop.

A.
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1

i

2

3

4

benchmark and recover any access revenue reductions. If the company did not need to

increase its rates all the way to the benchmark rates, the company would only be allowed

to increase rates to the level that provide sufficient revenue to offset the access revenue

reduction. Under Qwest's proposal, the benchmark rate would be set by the Commission

in a rulemaking.l45

6

7

8

9

10

Q- How does this benchmark rate compare to the current residential local service rates

for ALECA members"

Exhibit WMS-2 contains the current rates in Arizona for the ALECA members.

Q.

12

13 A.

14

15

16

17

18

19

20

What is Staff's recommendation on whether there should be a statewide benchmark

local service rate that must be met before a company is eligible to receiveAUSF?

Staff recommends that the Commission reject the proposal for a statewide benchmark

local service rate that must be met before a company is eligible to receive AUSF.

Individual LEC circumstances differ and the Commission should retain its flexibility to

address each company and its ratepayers on an individual company basis. Current LEC

residential local service rates range from $925 to $24.46 per month, Qwest's current

residential local service rate is $13.18 per month. To require the ratepayers of all

companies to be subject to a statewide benchmark rate ignores the disparate cost of

providing service and the different effects the rate increase required might produce.

I
I

I

A.

14 . _ . .
Dlrect Testimony of Peter B. Copeland On BchalfOf Qwest Corporatlon, Page 6, lines 17 - 25.
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1

I

Impact of Access Charge Reform on A USF Contribution Rates

Q, How many access lines are served by ALECA members?

A. Based on ALECA's Response to Staff  Data Request 1-12, Staff  has estimated that

ALECA serves business and

residence access lines.

Q,

A.

How much per access line would ALECA members require if the AUSF is used to

offset the reduction in access revenues resulting to going to Qwest intrastate rates?

In its Response to Staff Data Request 3.2, ALECA estimates that |

I in annual AUSF support would be required if its rates

were to mirror Qwest's intrastate access rates. Given that ALECA serves

business and residence access lines. Staff has

estimated that that

per access line

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Q,

A.

Based on the Commission's current methodology, what would the requisite AUSF

rates need to be to provide that level of support?

On December 22, 2009, the Commission approved the following rates to provide in the

neighborhood of $800,000 a year in AUSF Revenue to Frontier:

Category One providers:
interconnecting tank line.

$0.006942 per access l ine and $0.069423 per

19

20
21
22
23
24

25
Category Two providers: 0.4033 percent of intrastate toll revenues.

26

27

28

29

Since this amount is I

currently funded through AUSF, Staff estimated that the AUSF monthly rates to support

ALECA's proposal to mirror Qwest's intrastate rates would be I

I the amount

I
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1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Prerequisites for Receiving A USF Support to Achieve Switched A access Reform

Q, Does Staff believe that the ALECA members should be required to file a rate case to

receive AUSF support?

Yes. It is Staffs position that a company should be required to show that it, in fact, has no

other source of funds to of fset switched access charge rate reductions before it is

authorized to receive an AUSF surcharge subsidy. As is shown in Exhibit WMS-2, the

residential local exchange service rates for the rural incumbent LECs range from $9.25 to

$24.46 per month. Staff believes that it would be inequitable to require ratepayers with a

$24.46 monthly rate to prov ide an AUSF surcharge subsidy to a company and its

ratepayers whose monthly local service rate is, for example, $9.25. Staff recommends that

the rural incumbent local exchange companies by required to file R14-2-103 information

to allow the Company and the Commission to increase rates to levels that generate

additional revenues while providing service at reasonable rates, before they are authorized

to receive AUSF surcharge subsidies.

A.

21

I

22

23

24

25

26

27

28

I

If the Commission does not accept Staf/"s position, and instead desires to proceed with

switched access charge reform prior to the processing of an R14-2-103 filing by a

company, Staff alternatively recommends that the ALECA member companies (which

elect not to absorb the switched access charge revenue reductions) be allowed to file an

application to receive temporary AUSF surcharge revenues to offset access charge

reductions, on a revenue neutral basis. Any amendments to the current AUSF rules should

accommodate this expansion of the rules to allow AUSF surcharge monies to be used for

I
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1

2

3

4

purposes of access change reform. Until that time, in the interim, ALECA member

companies could request a waiver of the mies and an extension of time to submit the

requisite R14-2-103 filing. This would allow access charge reform to proceed

immediately without the delay occasioned by the processing of an R14-2-103 filing.

5

6

7

Q-

8

9

10

What requirements does ALECA believe a carrier would have to meet in order to

receive AUSF support?

ALECA feels that to qualify for AUSF, the carrier would have bring their intrastate access

rates in line with the Qwest statewide intrastate composite rate of $0.0220 per minute-of-

use, they would have to serve rural areas and that cam'er would have to be an eligible

telecommunications cam' Er. 15

12

13 Q, Why does Staff support the current requirement in the rules that the LECs file a rate

14

15

16

A.

case"

with the exception of Midvale Telephone Exchange, Qwest is the only incumbent local

exchange company to have its rates examined in the last ten years. Staff has no bona fide

recent sense of the financial condition of the other ALECA companies other than their

assertion that they need AUSF in order to survive the decline in access revenues. To

Staff, it is not equitable to require customers of other companies to subsidize the ALECA

members based solely on anecdotal statements of need.

17

18

19

20

21

22

23

24

The ALECA members have taken the position that the Commission authorized them to

charge certain rates and therefore they are entitled to those revenues in perpetuity. As the

Commission well knows, conditions change, plant depreciates, customer counts change

I

A.

Is Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Ca1Tiers Association,
Exhibit DDM-01, Page 1.
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1

2

3

4

and so forth, so that the rates approved for these companies may no longer be appropriate.

Further, the FCC has instituted the Multi-Association Group plan that, according to the

FCC, makes implicit subsidies explicit and also includes hold harmless provisions so the

rural companies were not harmed financially. However, there has been no evaluation of

the effects of those FCC actions on overall revenue requirements or a determination of

whether the ALECA members' intrastate rates should be revised.

Q.

5

6

7

8

9

10

A.

11

12

13

14

15

16

17

What is Staff's proposal?

Staff proposes that a company be required to show that it, in fact, has no other source of

funds to offset switched access charge rate reductions before it is authorized to receive an

AUSF surcharge subsidy. As is shown in Exhibit WMS-2, the residential local exchange

service rates for the rural incumbent LECs range from $9.25 to $24.46 per month. Staff

believes that it would be inequitable to require ratepayers with a $24.46 monthly rate to

provide an AUSF surcharge subsidy to a company and its ratepayers whose monthly local

service rate is, for example, $9.25. Staff recommends that the rural incumbent local

exchange companies by required to file R14-2-l03 information to allow the Company and

the Commission to increase rates to levels that generate additional revenues while

providing service at reasonable rates, before they are authorized to receive AUSF

surcharge subsidies.

18

19

20

i

21

22

23

24

25

26

Staffs alternative position, if the Commission desires to proceed with switched access

charge reform without the need to wait for processing an R14-2-103 filing, is that each

ALECA company be allowed to f ile an application with the Commission which would

allow it to obtain AUSF surcharge support on an interim basis to offset revenues lost as a

result of access charge reform, or the reduction of its switched access charge rates to

Qwest's levels on a revenue neutral basis. The application should include sufficient
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1

2

3

financial information for the Commission to consider fair value and fair value rate of

return. Thereaiier, these companies seeking AUSF surcharge support would be required

to submit an R14-2-l03 filing on a schedule recommended by Staff.

4.

5

6

7

8

9

10

High Cost Loop Support

Q. What is ALECA's proposal with respect to High Cost Loop Support?

A. According to ALECA Witness Meredith, "The ALECA proposal would complement this

federal support by providing support for the remaining portion of eligible high loop costs.

Specifically, for coniers who receive 65 percent federal cost recovery, the State would

provide a 35 percent cost recovery. For carriers who receive 75 percent federal recovery of

loop costs in excess of the NACPL, the state would provide support of 25 percent for any

loop costs in excess of 150 percent. This state support would be in addition to a revenue-

neutral draw from the AU SF to offset intra-state access reductions". 16

11

12

13

14

15

16

Q- What are the current requirements to receive Federal High Cost Loop Support?

If an ILEC is deemed a rural camlet, it continues to receive high-cost support based on

embedded costs. The expense adjustment allows those study areas with an average

unseparated cost per loop that exceeds 115 percent of the national average to allocate an

additional portion of their NTS costs to the interstate jurisdiction and to have those costs

recovered by HCLS."

17

18

19

20

21

22

23

24

Q,

A.

Would you provide an example of how the federal HCLS is calculated"

For example, suppose the national average cost per loop is $240 and a company with

10,000 loops has a cost per loop of $420, or 175 percent of the national average, Then for

A.

16 Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Carriers Association,
Page 10, lines ll .- 18.

Universal Service Monitoring Report,CC Docket No. 98~202, 2008, Page 3-3, footnote omitted
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i

I

I

I

I
I

I

the portion of their costs between $276 (115 percent of the national average) and $360

(150 percent of the national average) they would receive 65 percent of those costs [.65

times ($360 - $276) = $54.60], plus they would receive 75 percent of their costs over $360

[.75 times ($420 $360) = $45], resulting in HCLS totaling $99.60 per loop, or $996,000

total suppo1"c.'8

Q- Does Staff have any information on the average cost per loop for Qwest and the

A.

ALECA members?

Yes. Attached as Exhibit WMS-3 are pages from the FCC's 2009 Universal Service

Monitoring Report. These pages include information on the unseparated non-traffic

sensitive ("NTS") costs (Revenue Requirement) per loop for incumbent local exchange

companies providing service in Arizona. The Report indicates at Page 3-164 that the

national average NTS cost per loop is $336.73 with the Arizona average cost per loop at

$424.l9. This number, however, includes companies over which the commission has no

jurisdiction. Including only those companies over which the Commission has jurisdiction,

the Arizona average NTS cost per loop is $417.84. The Arizona unseparated NTS costs

per loop are included in Table 3.31, Page 3-135 and 3-146.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q- If the Commission were to conclude that ALECA members' costs in excess of the

national average cost per loop should be recovered from through the AUSF, Does

Staff have an estimate of the effect of such a decision on the amount recoverable

from the AUSF?

In its Response to Staff Data Request, ALECA estimates that |

in additional AUSF support would be required if its

A.

18 Universal Service Monitoring Report, CC Docket No. 98-202, 2008, Page 3-3, footnote 16. .r



Direct Testimony of Wilfred Shard
Docket Nos. RT-00000H_97_0137, et al.
Page 23

1 proposal to provide intrastate high cost loop support for its ,members is approved by the

Commission.2

3

4

.5

6

7

8

9

10

11

Q,

A.

Is Staffs recommendation to change to High Cost Loop rules at this time?

No, Staff believes these changes should await further FCC action with respect to the

federal funding mechanism.

LIFELINE AND LINK-UP RELATED ISSUES

Existing Programs

Q, Please briefly describe the Lifel'me and Link-Up Programs.

A. The following describes the benefits to end users of the Lifeline and Link-Up Programs:

12

13
14
15

16
17
18
19
20
21

Lifeline Assistance provides discounts on basic monthly service at the primary
residence for qualified telephone subscribers. These discounts can be up to $10.00,
per month, depending on your state.

Link-Up America helps income-eligible consumers initiate telephone service.
This program pays one-half (up to a maximum of S30) of the initial installation fee
for a traditional, wireline telephone or activation fee for a wireless telephone for a
primary residence. It also allows participants to pay the remaining amount they
owe on a deferred schedule, interest-free.

I

22

23

24

25

26

27

28

29

ALECA and Arizona ETC Recommendations

Q. Has ALECA made a recommendation on these programs?

A, ALECA witness Meredith recommends that the Commission adopt the proposals

contained in the Report and Recommendations of the Eligible Telecommunications

Carriers ("Arizona ETcs") on Lifeline and Link-Up Issues ("Industry Report"), docketed

December 21, 2005. In this report, the ETCs recommended that the Department of

Economic Security ("DES") centrally administer the Lifeline and Link-Up programs of all
l
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I

I

1

2

of Ar*izona's ETCs and that the DES be reimbursed for die administrative costs incurred

from the AUsF.'9

3

4 Q- What recommendation have the Arizona ETCs made with respect to Lifeline and

5

6 A.

Link-Up Programs?

Arizona ETCs recommends that the Commission approve the following two-phase

Lifeline enrollment program that it proposes:2°

Phase I: Engage DES-FAA to automatically enroll individuals in Arizona Lifeline, as
well as Tribal Lifeline and have ETCs participate in cooperative outreach programs that
target ACAA offices. 21

7

8
9

10
11
12
13
14
15

Phase II: Identylz and implement additional outreach programs and engage the Arizona
Department of Revenue to include Arizona Lifeline Certification when sending the tax
returns ofqualying individuals. 22

16

17 Q. Why do the Arizona ETCs recommend that the costs associated with the new method

18 of enrolling participants in these programs be recoverable through the AUSF?

19

20

21

22

ALECA feels a State-administered program, centrally administered with automatic

enrollment is the most effective form of outreach for Lifeline and Link-up and they

believe there is no better purpose that the AUSF could serve but to help pay those

administrative expenses."

19 Direct Testimony of Douglas Duncan Meredith On Behalf Of The Arizona Local Exchange Carriers Association,
Page ll, lines 19 -24.
z0 Report and Recommendations of the Eligible Telecommunications Carriers ("Arizona ETCs") on Lifeline and
Link-Up Issues ("Industry Report"), Page 2
21 Industry Report, Page 3
22 Industry Report, Page 4

Industry Report, Page l l.2]

I

A.
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1

2

Q- What effect do the participants believe the proposed process of enrolling participants

ill these programs will have on enrollment levels?

A. Arizona ETCs believes that:3

4

5
6
7
8
9

"It is anticipated that through this process as many as 400,000 new households
could be enrolled in Arizona Lifeline over the course of a year, a substantial
increase in today's enrollment. It could result in an increase of over $38 million
dollars in federal
400,000 households).

funding coming into the state ($8.00 per month x 12 months x
n24

10

11 Q.

12

A.

What additional cost would be borne by the AUSF if proposal is accepted by the

Commission?

The following information was included in the Industry Report:13

14
15
16
17
18
19
20
21

Based on the Team's high-level discussion of system requirements, DES-
FAA has estimated an initial programming cost of $27,558 and an annual
cost of $325,300 to determine eligibility status. The foregoing estimate of
ongoing costs is based on a monthly application rate of 90,000, which may
vary, and assumes that DES-FAA would only handle notif ication of
eligibility status.25

22

23

24

Q. How much does it cost non-Lifeline and Link-Up customers to implement the DES

central administration?

In the Industry Report, the Arizona ETCh indicated that it would cost about $325,300 a

25

26

year.

Q-27

28

29

A.

Would implementation of this recommendation require a Rulemaking?

Staff believes that implementation of this proposal would require a Rulemaking.

24 Industry Report, Page 3
25 Industry Report. Pages 5

A.

6.
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1

2

Q~

3

4

5

6

7

8

9

10

11

What is Staff's recommendation on the ALECA proposal to have DES handle

centralized administration and automatic enrollment of the Lifeline and Link-Up

programs?

Staff recommends that Arizona ETCs be authorized to implement the recommendations

that have been recommended in the Industry Report. Staff does not recommend, however,

that recovery of the costs of implementing these recommendations be recoverable from

the AUSF. If the projections contained in the industry report are accurate, the incumbent

local exchange companies stand to gain $38 million a year in additional revenues that they

would not receive absent the federal programs. Given that that potential increase in

revenues, Staff believes that the beneficiaries of these funds should contribute the

relatively small amount of money they would have to spend in order to reap the potentially

massive return on those expenditures.12

13

14

15

16

SUMMARY OF TESTIMONY AND RECOMMENDATIONS

Q. Please summarize the Staff positions on the list of issues posed by the ALJ in the

October 1, 2009 Procedural Order.

The list of issues and Staffs position on those issues follow:

1. What camlets should be covered by access reform?

ALECA members
CLE Cs

To what target level should access rates be reduced?

ALECA members ' recess rates shouldbe reduced to Qwest's intrastate rates
CLECs' access rates should be capped atthe incumbent LEC's rates.

3. What procedures should the Commission implement to achieve the desired
reduction in access rates?

17

18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

A.

A.

2.

The following alternatives assume that the ALECA member company is not
willing to simply absorb the switched access charge reductions.
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Alternative A :

I t  is  Staffs  pos i t ion that a company should be required to show that i t ,  in  fact,
has no other  soiree of funds to offset switched access charge rate reduct ions
before i t  is  author ized to  receive an AUSF surcharge subs idy. As is  shown in
E x h ib i t  W MS - 2 ,  t h e  r e s id e n t i a l  l o c a l  e x c h a n g e  s e r v i c e  r a te s  fo r  t h e  r u r a l
incumbent LECs range from $9.25 to  $24.46 per  month.  Sta f f  be l ieves that  i t
would be inequitable to require ratepayers with a $24.46 monthly rate to provide
an AUSF surcharge subs idy  to  a  company and i ts  ra tepayers  whose month ly
loca l  serv ice  ra te  is ,  fo r  example ,  $9 .25 . S ta f f  r ec ommends  tha t  the  r u r a l
incumbent local exchange companies by required to fi le R14-2-103 in fo rmat ion
to  a l low  the  Company  and  the  Commiss ion  to  inc r ease  r a tes  to  leve ls  tha t
generate additional revenues while providing service at reasonable rates, before
they are authorized to receive A USF surcharge subsidies.

Alternat ive B:

If the Commission does not accept Alternative A, and desires to proceed with
access reform immediately without a full R14-2-103 filing; Staff recommends
the following process to address thisphase of access charge reform for ALECA
members.

First step -  AUSF surcharge unti l  the company's rates have been addressed by
the Commiss ion in  a rate case. With 3 months '  o f the Commiss ion 's  Deeis ion,
the  c ompany  may  f i l e  fo r  AUSF  s uppo r t  on  a  r ev enue  neu t r a l  bas is . The
amount of the surcharge would be equal to the amount of the carr ier 's reduction
i n  r e c e s s  c h a r g e s .  S u c h  a p p l i c a t i o n  w o u l d  i n c l u d e  f i n a n c i a l  i n f o r m a t i o n
suj ic ientfor  the Commiss ion to make a fa ir  va lue f inding and fa ir  va lue rate or
re turn determinat ion. Beg inn ing  twe lve  mon ths  o f  a  Commiss ion  dec is ion
grant ing the temporary  AUSF suppor t ,  companies  would  be requ ired to  f i le  a
rate ease or rate review fil ing pursuant to  A.A.C R14-2-103. The company may
elec t to  reduce i ts  access charges on i ts  own wi thout AUSF suppor t  in  which
case it would not be required to fi le a rate ease, unless it wants author ization ro
change other rates and charges.

Second step - rate review for the purpose of increasing local and other service
rates to levels that do not harm ratepayers and continued AUSF surcharge
revenue if the rate increases are not sufficient to cover the access revenue
reductions or the new revenue requirement. Staff recommends filing on a
staggered basis due to Staff resource constraints. Staff recommends the
following schedule for the ALECA members '_/tilings:

l
n

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Frontier (White Mountains)
Valley Telephone Coop
SCUTA
Navajo Communications
Frontier (Rural
Copper Valley
Aectpiter
Arizona Telephone Company

Within 12 months of Decision
15 months after a Decision
18 months after a Decision
21 months after a Decision
24 months after a Decision
27 months after a Decision
30 months after a Decision
33 months offer a Decision

i
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Table Top Telephone Company
Southwestern Telephone Company
Midvale Telephone Exchange

36 months a_h'era Decision
39 months after a Decision
42 months after a Decision

4. Should coniers be permitted to contract for access rates that differ from their
tariffed rates?

Yes. While the Commission has not required the filing of switched access
service agreements in the past, Staff recommends that the Commission require
the filing of these agreements on a going forward basis. The Commission has
jurisdiction to require the filing of any interconnection agreement between
carriers impacting their operations in Arizona Moreover, Staff believes that Q' a
company enters into an agreement for switched access service with an D(C or
other provider, the contracts' provisions should be made available to any other
similarly situated customer/earrier which desires to enter into a similar
agreement The CLECs should be required to amend their tariffs to allow
contracts and further indicate the agreements will be filed with the Commission
for pubis inspection and made available to other similarly situated carriers.

5. What revenue sources should be made available to carriers to compensate for the
loss of access revenues?

Staff believes that rate increases should be authorized where appropriate, and
then AUSF surcharges should be implemented to recover any revenue shortfall.
However, gr the Commission wants to immediately provide the benefits of access
rate reductions, Staff recommends that the companies be able to receive AUSF
surcharge revenues to offset aeeess charge reductions on a temporary basis but
that they subsequently be required to make a R14-2-103 filing. A waiver of the
currents USF rules would have to be requested and granted by the Commission
to allow immediate recovery of access charge reductions through the AUSF
surcharge mechanism. In this manner, the Commission could immediately
implement a revenue neutral rate change in order to allow intrastate in tercarrier
compensation reform to progress.

6. How much of access cost recovery, if any, should be shilled to end users? What
showing should be required for such a shift? What should be the role of
"benchmark" rates and how should benchmarks be set?

Staff does not recommend implementation of statewide benchmark local service
rates at this time. However, a "benchmark rate"for each company should be set
when the company submits it rate review filing as recommended above.

Procedurally what will be required of a canter if  it seeks a "revenue neutral"
increase in local rates?

1
2
3
4
5
6
7
8
9

10
11
1.2
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

Staff believes that a change to other rates of the company could be made to offset
the switched access charge reduction as long as the change in rates was overall
revenue neutral outside of a rate case. Stajfbelieves that such a scenario would
be permissible under the Scares ease.

I

7.

Similarly, a revenue neutral change could be accomplished by reducing the
companies' switched access rates and using the AUSF on a temporary basis to
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\

I
I

r

ofjket the switched access rate reductions on a revenue neutral basis. Or, Staff
believes that a combination of changes to local rates and AUSF surcharges
could be used to of%et any access charge reductions on a revenue neutral basis
outside of rate case.

Procedurally, under any of these scenarios, the company would have to make a
filing with the Commission showing the rate changes and demonstrating that
they were in fact revenue neutral. Staff would also recommend that company be
required to file financial information sufficient for the Commission to make a
fair value finding and a fair value rate of return finding. Finally, the carrier
were to be given temporary AUSF support outside of a rate case, the carrier
would have to obtain a waiver of the Commission 's currenfA USF rules.

Assuming that AUSF funds will also be used as a compensating revenue source,
what specific revisions (including specific recommended amendment language) to
the existing rules are needed to allow use of AUSF funds for that purpose?

The existing rules appear to allow the use of the A USF surcharge as a means of
keeping rates in high cost areas affordable. A specific provision would have to
be added to the rules to allow for the use of  AUSF revenues to compensate
carriers for revenue reductions resulting from Access Reform. However, a
waiver of the rules would allow the Commission to immediately proceed to
implement in tercarrier compensation reform, which Staff believes is in the
public interest.

9. Which carriers should be eligible for AUSF support?

Staff recommends that carriers of last resort that have a requirement to provide
service to all prospective customers should be eligible to have a portion of their
costs recovered through a surcharge on all telecommunications services
provided in the State.

Under Sla g proposal, further reduction in Qwesfs access rates is not
recommended in this docket at this time. Such reductions would occur in the
future and therefore, Qwest would not be eligible for A USF surcharge support at
this time.

10. What should be supported by AUSF? Access replacement only? High cost loops?
Line extensions? Centralized administration and automatic enrollment for Lifeline
and Link-up?

P

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

Until the company liles a rate case, only recess reform replacement revenues
should be supported through the implementation f a n AUSF surcharge. Given
that the a reduction in access rates from current rates to Qwest's current access
rates will she approximately $23 million and the feet that the FCC currently
has a High Cost Loop Support mechanism in place that provides significant
revenues for high cost loops and that the companies have not been subject to a
rate review for longer than a decade, Staff is only recommending A USF
surcharge support in connection with switched access charge reform.

8.

Staff does not propose to redefine the AUSF rules at this time. For purposes of
this case, Stay]lbelieves that only access charge reform replacement revenues are
at issue. Staff further recommends that any other changes to the A USF rules be
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addressed at the time that the FCC issues its order on in terearrier compensation
or mowing the federal High Cost Fund.

Stajfrecommends that Arizona Eligible Telecommunications Carriers ("A Arizona
ETCs") implement the recommendations contained in the Report and
Recommendations of the Arizona Eligible Telecommunications Carriers
("ETCs") on Lifeline and Link-Up ("the Industry Report") which was submitted
to the Commission on December 21, 2005. Staff does not recommend that the
costs of implementing these recommendations be recoverable through an A USF
surcharge. if the projections contained in the industry report are accurate, the
incumbent local exchange companies' stand to gain $38 million a year in
additional revenues that they would not receive absent the federal programs.
Given this potential increase in revenues, Stajfbelieves that the beneficiaries of
these funds will contribute the relatively small amount of money to reap a
potentially substantial return on those expenditures.

11. What should be the basis of AUSF contributions and what should be the structure
of any AUSF surcharge(s)?

Staff recommends that the A USF surcharges be assessed on jurisdictional retail
revenues rather than the current methodology which assessed the AUSF
surcharge on intrastate long distance revenues and on interconnection trunks.
Implementation of this recommendation would require a rule change or
amendment.

12. Any other specific revisions to the AUSF rules.

None.

Q. Does this conclude your direct testimony?

l
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

31
32
33
34

A. Yes, it does.

i
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Exhibit WMS-1

I

ILEC Access Charges

CCL-Orig CCL-Term LT LS Orig/min Term/min Date

Midvale 0.042800 0.054400 0053500 0.038900 0.135200 0.146500 4/14/1995
I

I
I
I

I
Midvale (Young) 0.020000 0.020000 0.030000 0.030000 0.080000 0.080000 4/14/1995

SCUTA 0.036200 0.051200 0.100500 0083200 0.199900 0.214900 1/1/1990

0.000000 0.000000 Note 1 0.017300 0.017300 0.017300 we 12/4/2008Qwest (Note 2)
Tandem Switched

Miles
0
Over 0 to 8
Over 8 to 25
Over 25 to 50
Over 50

0.000000
0.000000
0000000
0.000000
0000000

0.000000
0.000000
0.000000
0.000000
0.000000

0.000000
0000299
0.000B00
0.001068
0.001645

0017300
0017300
0017300
0.017300
0,017300

D.D17300
0.017599
0017900
0.018368
0.018945

0.017300
0.017599
0.017900
0018368
0018945

12/4/2008
1214/2008
12/4/2008
12/4/2005
12/4/2008

Copper Valley 0.020000 0.020000 0.030000 0.030000 0.080000 0.0a0000 4/14/1995

Valley 0.05a900 0.058900 0029900 0.013300 0.102100 0.102100 1111/1995

Southwester 0.010000 0.229345 0.019328 0.029703 0.059031 0.278376 5/1/1998

Arizona Telephone 0.010000 0.030215 0020597 0.044054 0.074851 0094866 5/1/199B

Frontier (Rural) 0.019370 0.048170 0011160 0.017140 0.047670 0.076470 5/1/1990

Frontier (White Mountains) 0025200 0.105556 Note 1 0060970 0.086170 Ru 0.156526 i n 12/1/1994

Navajo Communications Concurs in Qwest rates

Accipiter 0.010000 0.024200 Note 1 0017300 0.027300 0,041500 * I 3/1B/1997

Table Top 0.036000 0.040000 0.040000 0.040000 0.116000 0120000 9/1/2000

Note 1 - LS depends on mileage and whether direct trunked transport or tandem switched transport is used
" Does not include local transport

Note 2 - Direct Trunked Transport is mileage sensitive, but not minutes of use sensitive

Fixed Per mile MilesMiles
0 _
Over 0 to e
Over 8 to 25
Over 25 to 50
Over 50

0 000199
0.000255
0.000263
0000265

0.000020
0.000023
0.000023
0.000023

0
5

15
35
so

Per min
0.000000
0.000299
0000600
0001068
0.001545

1

I
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COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET nos. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

i
I STF 1.3 Please provide for each of your Arizona LECs its current retail

local exchange rates including any mandatory EAS charges and touch tone
charges, if not included in the basic rate, for:

a,
b.
c.

primary line residential flat rate service,
single line business flat rate service, and
multi-line business flat rate service.

Response: Please see the following for each member:

Citizens Utilities Rural Company (d/b/a Frontier Citizens Utilities Rural)

a. $10.76 per month
b. $23.03 per month
c. $23.03 per month

Citizens Telecommunications Company of the White Mountains (d/b/a Frontier
Communications of the White Mountains)

a. $16.10 per month
b. $35.60 per month
c. $37.85 per month

Navajo Communications Company, Inc. (a Citizens company)

a. $17.10 per month
b. $59.40 per month
c. $59.40 per month

Midvale Telephone Exchange, Inc.

a. $24.46 per month
b. $30.00 per month
c. $30.00 per month

South Central Utah Telephone Association

Exchange 643
a. $13.18 per month
b. $13.18 per month

332,78 per monthC.

Exchange 875



COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET NOS. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

I
l

i
r

a. $11.00 per month
b. $11.00 per month
c. $18.00 per month

Weighted Average by line count
a. $12.06 per month
b. $23.04 per month
c. $24.59 per month

Table Top Telephone Company, Inc.

a. $13.55 per month
b. $33.15 per month
c. $33.15 per month

Valley Telephone Cooperative

a. $13.75 per month
b. $19.75 per month
c. $19.75 per month

Exchange 575-557
a. $15.28 per month
b. $21.53 per month
c. $21.53 per month

Weighted Average by line count
a. $13.84 per month
b. $19.95 per month

$19.87 per month

Copper Valley Telephone, Inc.

b.
c.

a. $12.40 per month
$13. 18 per month, includes EAS charge for Exchange 829 customers
$12.60 per month weighted average by line count
$16.65 per month
$16.65 per month

Arizona Telephone Company (TDS)

a. $9.25 per month
b. $19.20 permonth

c.



COMMISSION STAFF'S FIRST SET OF DATA REQUESTS
DOCKET NOS. : RT-00000H-97-0137 and T-00000D-00-0672

RESPONSES OF ARIZONA LOCAL EXCHANGE CARRIERS ASSOCIATION
MAY 29, 2009

c. $26.10 permonth

Southwestern Telephone Company (TDS)

a. $1 1.25 per month
b. $24.90 per month
c. $20.24 per month

Zona Communications

a, $16.98 per month
b. $35.98 per month
c. $35.98 per month
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EXHIBIT A

1-8-10 Wilfred Shard Direct Testimony Errata

1. Executive Summary

A. Pages 2 and 3, Question 3, Replace Alternative B paragraphs 2 and 3 with
the following:

AUSF surcharge in place until the company's rates have been addressed
by the Commission in a rate ease. Within 3 months of the Commission's
Decision, the company mayjilefor AUSF support on a revenue neutral
basis. The amount of the surcharge would be equal to the amount of tlze
carrier's reduction in access charges. Such application would include
_financial information sujficientfor the Commission to make fair value
finding and fair value rate or return determination.

Beginning twelve months after a Commission decision granting the
temporary AUSF support, companies would be required tole a rate
case or rate review fling pursuant to A.A.C. R14-2-103. The company
may elect to reduce its access charges on its own withoutAUSF support
in which case it would not be required to file a rate case, unless it wants
authorization to change other rates and charges. Stajfreeommends
_filing on a staggered basis due to Staff resouree constraints. Staff
recommends the following schedule for the ALECA members'_/ilings:

B. Pages 5, Question 11:

Replace:
"on intrastate long distance revenues, and on interconnection trunks. "

With :
"on intrastate long distance revenues, access lines and on
interconnection trunks. "

11. Direct Testimony

Page 2, Line 18:
Delete "second" and insert "step"

B. Page 5, Line 23 :
Delete unnecessary ".73

c. Page 5, Line 25 :
Delete "(FCC)" and insert "FCC"

A.

EXHIBIT



1

1 1

Page 7, Line 6:
Delete "T" and insert "t" and delete "I"

Page 7, Footnote 4:
Delete unnecessary

£ 6 an

9

Page 10, end of Line 21, Insert following footnote:
"Ibid, Paragraph 26."

Page 10, end of Line 32, Insert following footnote:
"Ibid, Paragraph 27."

Page 11, end of Line 10, Insert following footnote:
"Ibid, Paragraph 40."

Page 14, Line 19:
Delete "and" and insert "an"

Page 14, Line 30:
Delete "that"

Page 15, Line 16:
Change "reduce" to "reduced"

Page 18, Line 22:
Reformat to eliminate Bold and Italic

Page 19, Line 15:

Delete the following:
"With the exception of Midvale Telephone Exchange, Qwest is the only
incumbent local exchange company tohave its rates examined in the last
ten years."

Replace with the following:
"Qwest is the only incumbent local exchange company to have its rates
examined in almost ten years."

Page 22, Line 17:
Delete "3-146" and insert "3-136"

D.

E.

F.

G.

H.

1.

J.

K.

L.

M.

n.

o. Page 26, Line 9:
Delete duplicative "that"



Delete Page 27, Line 23 to Page 27, Line 41 and insert the following:

AUSF surcharge in place until the company's rates have been addressed
by the Commission in a rate case. Within 3 months of the Commission's
Decision, the company mayjilefor AUSF support on a revenue neutral
basis. The amount of the surcharge would be equal to the amount of the
carrier's reduction in access charges. Such application would include
financial information sujjicientfor the Commission to make fair value
finding and fair value rate or return determination.

Beginning twelve months after a Commission decision granting the
temporary AUSF support, companies would be required toile a rate
case or rate re viewjiling pursuant to A.A.C. R14-2-103. The company
may elect to reduce its access charges on its own without A USF support
in which ease it would not be required toile a rate case, unless it wants
authorization to elzange other rates and charges. Stajfrecommends
filing on a staggered basis due to Staff reso uree constraints. Staff
recommends the following sch edulefor the ALECA members 'flings:

Q. Pages 30, Line 22:

Replace:
"on intrastate long distance revenues, and on interconnection trunks. "

p.

With:
"on intrastate long distance revenues, access lines and on
interconnection trunks. "



I
I

1 1

0R\Q1 NAL
BEFORE THE AR1ZONA CORPORATION

CEIVED
2 4

»

ram FEB -'5'A.<k u p Exe-usrr

Azcggp (j(}MMI$3lljN"
DUCKET CONTROL'

CQMMISS1l0N.ERS'.=~. .-
K11IS [TN K MA¥BS. Ghamnan
GA RY PlERcE~.--. ~.~. - - • -
PQLUL =. ̀ . ' ri
SMNDRA .D`;..KENNEDY
BQB- s1umI?. a ' ow

DOCKET no. RT-00000197-01371nf8l14E mA1;1j;;8RQF.1'HE REVIEWAND
POSSIBLE REVISION OF ARIZONA
UNIVERSAL SERVICE FUND RULES,
ART1CLE 12
ADMINISTRATIVE CODE

OF THE ARIZONA

9
DOCKET NO. T-00000D-00-0672

m
THE mm"' rE i6Twe INVESTIGATION

Of-' THE COST OF TELECOMMUNICATIONS
ACCESS STAFF'S NOTICE OF FILING REPLY

TESTIMONY

IN

la Staff of the ArizonaCorporationCommission("St2iff") hereby files the Reply Testimony of

14 Wilfred Shard of the Utilities Division in theabove-referenced mutter.

RESPECTFULLY SUBMITTED this am day of February, 2010.

16

17
° \

18

191

201

X I M,A-,4-
Maureen A. Scott, Io Staff Counsel
Legal Division
1200 West Washington Street
Phoenix, Arizona 85007
(602) 542-3402

21

O.
i

Original and fifteen (15) copies

| 5""day of February, 2010 with:
of the foregoing filed this

Arizona Comoratien Oommisslcn

DOCKETED
FEB - 5 2010

F r q If

25

6

Docket Control
| Arizorla.Corporation .Commission

T200 West Washington Street
Phoenix, Arizona 85007

g 9Qc:c9h¢>!3~@ ~ < _ \ ¢  \

.\.
_ .. W4!-.;» -.p- . ¢

.. ,A

27

28

I

I

15

22

23

24

12

4

3

6

5

7

8

R

.v

L



I
4

1

\

I
l
i
l

1 Copies of the foregoing mailed this
5"" day of Febmary, 2010:

4

Dan Pozefsky, .Chief Counsel
3 Residential Utility ConsuMer Office

1110 West Washington, Suite 220
Phoenix, Arizona 85007

OrbitC0m, Inc.
Brad VanLeur, President ,
1701 North Louise Avenue
Sioux Falls, South Dakota 57107

5 Norean Curtright
.. Reed Peterson .
Q Qwest Corporation 1

20 East Thomas Road, 16"' Floor
Phoenix, Arizona 850127

Michael M. Grant
Gallagher 84 Kennedy, P;A.
2575 East Camelback Road
Phoenix, Arizona 85016~9225

8

9

Craig A. Marks
Craig A. Marks, PLC
10645 North Tatum Boulevard
Suite 200-676
Phoenix, Arizona 8502810

Isabelle Salgado
AT&T Nevada
645 East Plumb Lane, B132
Post Office Box 11010
Reno, Nevada 89520

11 Gregory Castle
AT&T Services, Inc.
525 Market Street, Room 2022
San Francisco, California 9410513

Michael w. Patten
Roshka DeWulf & Patten, PLC

12 One Arizona Center
I 400 East Van Buren, Suite 800

Phoenix, Arizona 85004

Mark A. DiNunzio
15 Cox .Arizona Telkom, LLC

\1550 West Deer Valley Road
16 I S DV3-16, Building C

Phoenix, Arizona 85027

14 Thomas Campbell
Michael Heller
Lewis and Rock LLP
40 North Central Avenue
Phoenix, Arizona 85004-4429

17

18
Jeffrey Crockett
Bradley S. Carroll
Snell 84 Wilmer, LLP
One Arizona Center

20 Phoenix, Arizona 85004

19

Arizona Payphone Association
c/0 Gary Joseph
Sharenet Communications
4633 West Polk Street
Phoenix, Arizona 85048

21

22

i
I

Charles H. Carrathers; III
General Counsel, South Central Region
Verizon, Inc.
HQE03H52
600 Hidden Ridge
Irving, Texas 750I5-2092

Nathan Glazier
Regional Manager
Alltel Communications, Inc.
4805 East Thistle Landing Drive
Phoenix, Arizona 85044

24

325

1

4

2

23

27

Arizona DialtOne, Inc.
. ThoMas W. Bade, President

26 6115 South Kyrene Road, Suite 103
Temps, Arizona 85283

Lyndell Cripps
Vice President, Regulatory
Time Warner Telecom
845 Camino Sur
Palm Springs, California 92262



I

1

1

1 Dennis D. Ahlers
Associate General Cou.nsel

2 Integra Telecom, Inc. &
Eschelon Telecom, Inc.
730 Second Avenue South, Suite 900

4 Minneapolis, Minnesota 55402

3

5

6

7

Rex Knowles
Executive Director - Regulatory
XO Communications
Suite 1000
111 East Broadway ,
Salt Lake.City, Utah 841118

10

9 Joan S. Burke, Esq.
Law Office of loan S. Burke
1650 North First Avenue
Phoenix, Arizona 850]211

William Haas
.McLeodUSA db PAETEC Business Services

13 1 Martha's Way
14 Hiawatha, Iowa 52233

15 I Greg L. Rogers
Senior Corporate Counsel

16 I Level 3 Communications, LLC
1025 Eldorado Boulevard

17 I Broomfield, Colorado 80021

18 Karen E. Nolly
19 Mayes Sellers & Sims, Ltd

l 1850 North Central Avenue, Suite 1100
20 ll Phoenix, Arizona 85004

1
)

21 Scott s. Wakefield
Ridenour; Hienton & Lewis, PLLC
201 North Central Avenue, Suite 3300
Phoenix, Arizona 85064-1052

/\

-

12

22



F
4

I

BEFORE THE ARIZONA CORPORATION COMMISSION

i

KRISTINK.MAYES
-chairman . .

GARY PIERCE..
.. Commissioner

PAUL NEWMAN
Commissioner

SANDRA D. KENNEDY
Commissioner

BOB STUMP
Commissioner .

DOCKET NO. RT-00000H-97-0137IN THE MATTER OF THE REVIEW AND )
POSSIBLE REVISION OF ARIZONA )
UNIVERSAL SERVICE FUND RULES, )
ARTICLE 12 OF THE ARIZONA )
ADMINISTRATIVE CODE )

)
)
)
)
)
_>

IN THE MATTER OF THE
INVESTIGATION OF THE .COST OF
TELECOMMUTE ICATIONS ACCESS

DOCKET NO. T-00000D~00-0-72

REPLY

TESTIMONY

OF

WILFRED SHAND

PUBLIC UTILITIES ANALYST MANAGER

UTILITIES DIVISION

ARIZONA CORPORATION COMMISSION

FEBRUARY 5, 2010

i1

1

I



I

Reply Testimony of Wi1f3'ed Shard
Docket Nos. RT-00000H-97-0137, et al.
Page 1

1 Q. Please state your name, occupation, and business address.

2 A. My name is Wilfred Shard. I am a Public Utility Analyst Manager employed by the

3 Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

4 ("Staf.t"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

5

6 Q. Did you previously file Direct Testimony in this proceeding?

7 Yes.

8

9 What is the scope of your Reply Testimony in this case?

10 The purpose of the reply testimony is to address the conclusion and recomrnendafionsli
I 11 contained in the  D i r ec t  Tes t imony  o f  Res iden t ia l  U t i l i ty  Consumer  Of f ice  ( "RUCO")

12 witness Dr. Ben Johnson. Staff previously addressed the more significant positions held

by-the other parties in this proceeding in its Direct Testimony fried on January 8, 2010.

i 14

I

I
4

15 Q- Dr. Johnson states, "At some point in the future, the Commission' may need to move

16 forward with access charge reform, and at that time it would be beneficial to have a

17 firm understanding of the issues and opti0ns."l Does Staff believe that the

18 Commission should move forward with access charge reform?

19 Yes. A.s stated in the Direct Testimony, most of the participants in the Access and Arizona

Universal Service Fund ("AUSF") workshops stated that arbitrage is a possible outcome
I

21 when discussing potential access charge reform. In addition, the Federal Communications

COmmission's ("FCC") pending intercarricr compensation reform proceeding is driven by

23 itsldesire to eliminate unreasonable differences -in -the rates for- access services. It is

24 because of  the dif ferences in rates for essentially the same serv ice that Staf f  has

25 recommended that the Arizona Local Exchange Carrier Association ("ALEcA"l

20

22

13

A.

A.

1 Direct Testimony Page 48, lines 8 to 10.
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2

members' rates be set at Qwest intrastate rates. Staff believes that this is a reasonable step

in the move-toward consistency with interstate rates.

I \

4 Q,

5

6

In addressing the ARECA's revenue neutrality` position, Dr. Johnson states, "There

are ample reasons to be skeptical about proposals being Made inthis proceeding that

call for "revenue neutrality."2 Does Staff have a comment on this statement?

7 Yes. Staff has recommended that each calTier be required to show that it, in fact, has no

8

9

10

11

other source of  funds to of fset switched access charge rate reductions bette i t is

authorized to receive an AUSF surcharge subsidy. Staff has recommended that the rural

incumbent local exchange companies be required to file R14-2-103 inibrmation to allow

the Commission to increase rates to levels that generate additional revenues while

ensuring that ratepayers are provided service at reasonable rates.

14
I

15

-I Dr. Johnsen states, "While internet access is not subject to intrastate regulation (due

to Federal preemption), this service uses many of the same fiber and copper cables

16 and other facilities that are used in providiNg intrastate switched access and basic

171

18

local exchange service. The Commission should look closely at growth in this service,

and evaluate the impact of this growth on the share of network costs which is

19

20

appropriately borne by intrastate services, including intrastate switched access, and

basic local exchange service."3 Does Staff have a comment on this recommendation?

Yes. Staff would note that while there are many uses of the network that generate

22 additional revenues for the incumbent local exchange companies ("ILE Cs"), the costs

23 associated with these services have been removed from the intrastate revenue

24 requirements through the separations process using mies that were instituted by the FCC.

;
i
:

i

12
i

13

21

3

I

A.

A.

Z~Direct T6stimon§"OtDr. Ben Johnson, Page 49,lines 13 to 14.
3 Direct Testimony Page 49, lines 18 to 23.
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1 Q. Dr. Johnson further states, "The Commission should reject proposals that any

2 switched access reductions must be 'revenue neutral.' A policy of "revenue

3 neutrality" is appealing to carriers,.sinee it would protect them from any adverse

4 changes in their revenues, but it is not fair to customers. Revenue neutrality fails to

5 protect customers from bill increases, it fails to ensure that the public interest is

6 protected, and it is not a sufficient basis for waiving the standard requirement for

rate changes to be accomplished in the context at' a fair return on fair value rate

8
9 z

.4 v . I Icase." Eyes Staff have u response to Dr..Iohns0n'sposItn0n ?

Staffs preferred option to address Ì €V€1'1l1€ changes resulting from access charge refbxm is

10 to have the companies file rate cases to support the need for the revenue neutral revenue

draw. Staffs alterative recommendation assumed that even with temporary revenue
l
)

neutral AUSF funding, the companies would have to file a rate case to justify continued

1
13 .1 revenue Hows funded by a statewide AUSF surcharge.

I
I

14

15 Q, Dr. Johnson recommends that, "If payments from the AUSF are to be significantly

8

I 16 expanded, it would be appropriate to look at options for simultaneously expanding

17 the scope of the fund, to encompass additional carriers and additional services."5

18 What is Staffs position on this issue?

19 Staff has recommended that the Commission, in the context of a Rulemaking, consider

20 améndinlg the manner in which the surcharge is assessed.
iI

I

4g
I

K

12

7

A.

4 Direct Testimony Page 50, lines 12 to 18.
5 Direct TestimonyPage52, lines 2 to 4.
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l

l

l

!

l Q- E
1
I

2

Dr. JohnSOn states that "AUSF support should be readily transferable from one

carrier to the next, if a customer in a high cost area changes carriers."6 Does Staff

have a comment on the suggestion that AUSF support be transferrable"i
I
1 4 A.

5

6 r
7 4

8

9

10 4
11

12

I

I

s
I

I

I
:
1

i

13

14

15

16

3I
3
g

17

18 i
I
i

19

20

Yes. Staff would note that implementation of this recommendation, while theoretically

attractive, would likely suffer from some practical shortcomings. In making federal USF

support available to wireless companies, the FCC implemented an identical support rule

that provided wireless companies with the same level of support as the ILE Cs, This

support was provided without regard to the wireless companies' costs of providing the

service. In addition, the FCC has essentially held the incumbent local exchange

companies harmless. If a high cost company lost customers to wireless companies, their

support, on a study area basis, does not change. This practice led to significant growth in

the revenues required to hind the federal USF. On May 1, 2008, the FCC released an

order in which it adopted an interim, emergency cap on the amount of high-cost support

that competitive eligible telecommunications carriers ("ETCh") could receive. As of the

effective date of the Order, total annual competitive ETC support for each state was

Capped at the level of support that competitive ETCh in that state were eligible to receive

during March 2008 on an annualized basis.7 Further, portability from Staff's perspective

means that as a customer changes coniers, the support that follows the customer to the

new carrier would be offset by an equivalent reduction in the support provided to the

Staff does not believe that such a provision can becamlet that loses the customer. l
1l21 implemented absent the processing of an R14-2-103 Blind by a company.

1

lI
5
1

\
I
1
1

Direct Testimony Page 52, lines 21 to 22.
7 In the Matter 01? High-Cos! Universal Service Support; Federal-State Joint Board on UniVersal Service/ Alltel
Conimanications, Inc., Hz al.; Petitionsfor Designation as Eligible Teleeommimications Carriers; RCC Minnesota,
Inc, and RCC Atlantic; Inc. New Hampshire ETC Designation Amendment, WC Docket No. 05-837 and CC Docket
No. 96-45, Released: May 1, 2008, Para. 1.

2
1

8

6

I

i
i
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1 Q- Does this conclude your Reply Testimony?

2 Yes, it does.

1
w

i

RI

A.

I
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1 Q. Please state your name, occupation, and business address.
I
I

2 A.

3

4

My name is Wilfred Shard. I am a Public Utility Analyst Manager employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff"). My business address is 1200 West Washington Street, Phoenix, Ariana 85007.

5|
6 Q- Did you previously file Direct Testimony and Reply Testimony in this proceeding"

1

7 Yes.

8

Q- What is the scope of Staffs Rejoinder Testimony in this case?

10. A. The purpesenf the Staffs Rejoinder Testimony is to address an issue that Staff believes

could result in a change to its recommendation regarding Arizona Local Exchange CarTier

12 Association ("ALECA") members' intrastate access rates .

13

Q~ What information does Staff Data Request 3.2 request?

15 A.

16

Staff~Data Request 3.2 requests information related to the amount (annually) for each of

ALECA's members that would be recoverable through Arizona Universal Service Fund

17

18

A .

("AUSF") for reductions in switched access charges, assuming the ALECA proposal is

accepted by the Commission, and assuming each of the following:

a reduction in intrastate access rates to the company's interstate access rates ,

Hz reduction in each company's intrastate rates to Qwest Corporation's ("Qwest's")
intrastate access rates, and ,

19

20
21
22
23
24

25

c. the elimination of the CCL component of the company's intrastate access charges.

26 Q. Would you please describe the issue that Staff would like to address in its Rejoinder

27 Testimony"

28 A.

29

14

9

A.

During the course of this proceeding, Staff has been operating under the assumption that

the ALECA members' individual company interstate access charge rates were lower than

B.
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I

1

2

5

Qwest's current intrastate access charge rates. In its Confidential Supplemental Response

to Staff Data Request STP 3.2 (a.), ALECA's information indicates that some carriers'

interstate access charge rates are higher than Qwest's intrastate access charge rates.

However,  ALECA responded to a subsequent staf f  inquiry,  that i t  did not have

meanings data for some of its members.

6

'II Q,

A.

Why is this a concern to Staff?

6 Staffs current recommendation is that ALECA members' intrastate rates be reduced to

9 Qwest's intrastate rates. Staffs recommendation is based on the v iew that this is a

10

I

13

reasonable step in the move toward consistency with interstate rates. As stated previously,

Staff has been operating under the assumption that the ALECA members' individual

company interstate access charge rates were lower than Qwest's current intrastate access

charge rates. Other parties to this proceeding may also have been operating under this

14 incorrect assumption.
I

15

Q- Is Staff continuing to investigate whether individual ALECA members' interstate

17 access charge rates exceed Qwest current 'intrastate access charge rates?

18 Yes. Staff is continuing to investigate this matter and conduct additional discovery.

19

20 Q- Given the potential for an ALECA 1nember's rates to be less ,than its interstate rates

21 if the Commission Orders thin its rates be set at Qwest's intrastate rates, does Staff

22 have any modification to its recommendation regarding the level at which ALECA

23 members' access charge rates ought to be set?

l

i

24 Yes, Staff  v iewed its recommendation as a reasonable step in the move toward

25 consistency with interstate rates. If an ALECA member-'s interstate access charge rates

ZN are higher than Qwest's intrastate access charge rates, Staff recommends that its intrastate

i

I

l

I

12

16

4

3

A.

A.
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I

1 rates should be reduced to the level of its interstate access charge rates. Stated differently,
I
1

2 Staff recommends that each ALECA member's ixltrastalqaccess charge rates be reduced

3 to the higher of its interstate access charge rates or Qwest's current intrastate access

4 charge rates .

5

6 Q- Does this conclude your Rejoinder Testimony?

7 Yes, it does,

I

A.
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1 1. IDENTIFICATION OF WITNESS

Q. PLEASE STATE YOUR NAME. CURRENT TITLE, EMPLOYER AND

BUSINESS ADDRESS.

2

3

4

5

6

A. My name is Lisa Hensley Eckert. I am Staff Director in the Public Policy

Organization at Qwest Corporation. My business address is 1801 California

Street, 47nd Floor, Denver, Colorado 80202.

7

8

9

10

11

Q. FOR WHOM ARE YOU TESTIFYING?

I am testifying on behalf of two Qwest entities: Qwest Corporation, the

Incumbent Local Exchange Carrier (ILEC) in Arizona and 13 other states, and

Qwest Communications Company, LLC ("QCC"), an interexchange carrier and a

competitive local exchange carrier providing service across the country.

12

13

14

15

16

17

18

19

Q- PLEASE REVIEW YOUR EDUCATION, WORK EXPERIENCE, AND

PRESENT RESPONSIBILITIES, AS THEY PERTAIN TO THIS

PROCEEDING.

I obtained Bachelor of Science degrees in History, Psychology and Physical

Anthropology (general social sciences) from Kansas State University. I then

attended and graduated from University of Denver College of Law in December

1995 with a Juris Doctorate. I have been a member of the Colorado Bar since

1996.

20

21

22

23

24

25

26

I joined U S WEST in 2000, as a Project Manager in the Network Organization. I

then moved to the Network Technical Regulatory team from 2001 to 2003,

responsible for addressing network-related questions in the various proceedings

on the § 271 applications of Qwest Corporation. In particular, I worked with

external auditors and. internal teams to develop responses to questions regarding

internal process and procedures related to § 271, while supporting the lead

witnesses on material issues during the § 271 process.

A.

A.

1
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1

2

3

4

5

6

7

In November, 2003, I accepted the position of Staff Director in the Public Policy

Organization, responsible for company-wide Intrastate Intercarrier Compensation

issues, such as switched access, reciprocal compensation and SS7 signaling. I

have developed the company-wide advocacy concerning the restructuring of

access rates, its position on the subsidies included in access rates, and how

reforming access should be approached at the state level. In 2006, I took on the

additional responsibility of Federal Intercarrier Compensation advocacy.

8

9

10

11

12

Q- HAVE YOU TESTIFIED IN ARIZONA PREVIOUSLY?

I have not testified in Arizona, although I have participated in the workshop

process for the access investigation docket. Shave testified before state regulatory

commissions in Iowa, Nebraska, Colorado, South Dakota, California, and

Pennsylvania.

13 11. PURPOSE OF TESTHVIONY

14

15

16

Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my testimony is to discuss the general policy matters regarding

intrastate switched access rates in Arizona.

17

18

19

20

Q. VVHAT IS QWEST'S POLICY ON INTRASTATE ACCESS CHARGE

REFORM?

Access reform is necessary in Arizona. Body Qwest entities support revenue

neutral and competitively neutral Intrastate switched access reform.

21

22

23

24

25

26

Q. PLEASE SUMMARIZE QWEST'S POSITION ON SWITCHED ACCESS

REFORM.

Switched Access Reform must be revenue neutral to the coniers and

competitively neutral. What this means is that for intrastate switched access

reform to occur, the LECs lowering their access rates have a right to recover those

access rates Hom an increase in the local rates. Switched access rates are an

A.

A.

A.

A.

2
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implicit subsidy supporting the local loop. Without the ability to either raise local

rates or collect from a state Universal Service Fund, these reductions simply

become lost revenue which may affect the ability of the LEC to adequately

maintain and expand its network.. Any reductions in switched access should be

treated in a revenue neutral manner, allowing the LEC to raise the local rates to

recover die reduction. If, and only if, those local rates have been raised to a

1

2

3

4

5

6

7

8

9

10

benchmark level, WoUld the LECs be allowed to recover additional dollars from a

USF. Qwest witness Peter Copeland discusses Qwest's position with regard to

utilization of the Arizona Universal Service Fund in connection with switched

access reform.

11

12

13

Switched access reform must be competitively neutral. As I discuss below, access

rates must not create distortions that artificially affect market outcomes between

and among different types of carriers.

14

15

16

17

Qwest's ILEC has reduced its switched access rates numerous times in Arizona,

in accordance with orders issued by the Arizona Corporation Commission (the

"Commission"). Qwest's access charge reductions, totaling $27 M on an

annualized basis, have occurred as follows :

Date Amount Order No.

4-1-01 63487

4-1-02 63487

4-1-03 63487

4-1-06 68604

Total

$5.0 M

$5.0 M

$5.0 M

$12.0 M

$27.0 M

18

19

However, none of the other LECs in Arizona, whether they are incumbent LECs

or CLECs, have made any reductions to the rates they have on file at the

3
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1

2

3

4

5

6

7

8

9

10

11

Commission as part of access reform. Indeed, as has become apparent through an

examination of heretofore secret contracts between CLECs and certain IXCs, the

actual rates that CLECs charge vary from INC to INC, and in certain contracts the

actual effective rate is still not even known. It is therefore important that the

Commission examine the actual effective rates that have been charged by LECs

for intrastate switched access, and establish a consistent approach to how such

rates are set. Switched access rates, whether offered by tariff or by contract,

should by published, and available to all IXCs equally. LECs should not be

allowed to combine intrastate switched access with other LEC services in a way

that obscures the price or effectively discounts the price of intrastate switched

access.

12

13

14

15

16

17

18

Q. WHAT IS SWITCHED ACCESS?

Switched access is the service which allows long distance companies, Inter

Exchange Carriers (IXCs), to connect to the local customers of a Local Exchange

Carrier (LEC). Dating from the time of the break-up of the old Bell Telephone

System, the switched access charges of the LEC were meant to subsidize the local

loop. Since that time, switched access has been paid by the INC as a method of

keeping local rates low.

19

20

21

22

23

24

25

26

27

28

Q- DOES THIS MODEL WORK TODAY?

No. With the advent of competition, allowing implicit subsidies becomes

increasingly difficult. When different technologies pay different rates for similar

calls, the continued viability of the entire system is undefined. Likewise, when

the regulatory classification of the local exchange company dictates higher or

lower  access ra tes ,  the  door  is  open to  market  d is to r t ion and  arb it rage

opportunities. For example, Rural ILE Cs are allowed to charge higher switched

access rates at the Interstate level-a disparity which has driven traffic pumping

activities in some states. Likewise,  some lacs intentionally changed the

jurisdiction on long distance calls in order to make them appear to be local, rather

A.

A.

4
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1

2

than long distance, calls, thereby changing the amount owed to the local exchange

can°ier for the call.

3

4

5

6

7

8

9

10

Q- IXCS HAVE ANY CHOICE IN WHAT LEC ORIGINATES OR

TERMINATES A LONG DISTANCE CALL?

DO

No. Switched access has long been identified as a terminating monopoly. That

is, whatever LEC has the relationship with the end user, that LEC is the only

conduit for terminating a long distance call to that end user's telephone number.

F o r  t h is reason, switched access is not classified as a competitive

telecommunications service, regardless of whether it is the switched access

service of a CLEC or an ILEC.

11 111. ARIZONA SPECIFIC ISSUES

12

13

14

15

16

17

Q- WHAT CARRIERS SHOULD BE COVERED BY ACCESS REFORM?

This proceeding is the first time that the Commission has generically scrutinized

the switched access charge issue in the context of CLECs and rural ILE Cs. In

fact, the Commission some years ago bifurcated the docket into two phases.

Phase I was to address Qwest's rates in its Price Cap Plan, and Phase II was to

address all other carriers rates.

18

19

20

21

22

23

24

25

26

Phase I was completed. As discussed previously, Qwest's switched access rates

have been reduced multiple times, for a total of $27 Million dollars annually. The

repeated decreases in Qwest's switched access rates in Arizona have resulted in a

competitive distortion in the market place due to die CLECs continuing to

subsidize their local rates with higher switched access rates than Qwest. Further,

the Rural LEC access rates remain high, as well. These higher rates not only

distort the market, but they increase the likelihood of arbitrage. Therefore,

Arizona should focus on CLEC and Rural ILEC access rates in Arizona for this

phase of access reform.

A.

A.

5
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1

2

3

4

5

6

7

8

9

10

11

12

Q. HOW DO HIGHER CLEC ACCESS RATES CAUSE MARKET

DISTORTIONS?

For the most part, CLECs are offering services to the public through the use of

leased facilities. For example, a CLEC using Qwest's product known as Qwest

Platform Plus (the UNE P replacement product) purchases the use of switching

and transport functions which are actually provided by Qwest. CLECs sometimes

charge rates as high as 5.7 cents per minute in Arizona-more than twice the rate

charged by Qwest, even though the switching is done completely by Qwest. In

fact, IXCs do not have visibility to the call as a CLEC call, until the bill is

received. It looks like an ILEC call, but is charged at a much higher rate. There

are no functional or cost reasons why a CLEC should be allowed to charge a

premium.

13

14

15

16

17

18

The other distortion in the market is with the local rates. CLECs charge very high

switched access rates--a subsidy for the local loop-and use that to undercut the

local rate of the LEC with whom they compete, or to generate additional margin

on their services. While some CLECs simply match the local rates of the

company they compete against, others undercut the local rates by a range of

between 18 cents and 4 dollars per month, per local line.

Q- WHAT CLEC COSTS SHOULD BE INCLUDED IN DETERMINING

SWITCHED ACCESS RATES?

19

20

21

22

23

24

25

26

27

A. The cost of providing switched access is much lower than the current rates. This

has allowed regulators to utilize the higher margins associated with the service to

keep the price of the local loop low. Therefore, to die extent that costs are

considered by the Commission, they need not be a major focus of this proceeding.

Indeed, CLECs should not be allowed to add in all costs of doing business-

essentially the kitchen sink approach-to determine what the appropriate

switched access rate should be in AZ. In essence, they are asking for a rate of

A.

6
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1

2

return approach without the obligations of filing cost studies subject to regulatory

scrutiny.

3

4

5

6

7

8

9

10

l l

Q. WHAT IS AN EXAMPLE OF AN INAPPROPRIATE

ATTRIBUTED TO SWITCHED ACCESS?

COST

One example would be using special access costs as a basis for charging higher

switched access. Special access is a replacement for switched access--in essence

an access reduction tool used by IXCs-either Direct End Office Trunks (DEOT)

or  as dedicated facilit ies to  a  high volume customer to  avoid  the switch

completely. In some instances, special access is used as a local access product

with point to point or backbone drop off None of these are costs of switched

access.

12

13

14

15

16

17

18

19

20

21

22

Q- TO WHAT TARGET LEVEL SHOULD SWITCHED ACCESS RATES BE

REDUCED?

Qwest believes that setting a statewide rate for all LECs is an appropriate way to

stop arbitrage and create a level playing field for all companies competing in

Arizona. Qwest has found over the last several years that benchmarldng LEC

switched access rates to the FCC rates does not reduce the number of disputes or

arbitrage problems, because the FCC treats different types of LECs differently

based on the idea that switched access should subsidize the local rate in higher

cost areas. This structure unfortunately has invited fraud and arbitrage, and

Qwest's position is that intrastate rates should be uniform for all LECs across all

of Arizona.

23

24

25

26

27

The ideal rate for reducing arbitrage and bringing equity among competing LECs

would be to bring all LECs in Arizona to the same rate as Qwest's Intrastate

switched access rate. Qwest's filed switched access rates are the lowest tariff

rates among the LECs in the state. Further, as discussed below, the ILEC rate is

a commonly stated objective of the secret access agreements, and since Qwest is

A.

A.

7
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1

2

3

4

5

6

7

the largest ILEC and has the lowest ILEC rate, Qwest's rate should be the

objective. This would be a significant reduction for the Rural LECs, therefore a

transition period of one to three years would be warranted. For CLECs, the FCC

currently mandates that if the CLECs choose to tariff their rates, they must

benchmark access rates to the LEC with whom they compete. Arizona should

mirror that mle for intrastate traffic, and bring the CLECs to Qwest's intrastate

rate.

8

9

10

11

This is the approach followed in many other states. Many states, following the

lead of the FCC, have similarly adopted mirroring rules. In particular, while I

have admittedly not surveyed each state's regulation of CLEC access rates, I am

aware that Ca1ifomia,1 New York,2 Maryland,3 Connecticut,4 Pennsylvania,5

Order Instituting Rulemaking on the Commission 's Own Motion Zo Assess and Revise the
Regulation of Telecommunication Utilities, Order Instituting Rulemaking for the Purposes of revision
General Order 96-A Regarding Informal Filings at the Commission, D.07-09-019, at 23, 2007 Cal, PUC
LEXIS 427 (Sept.6, 2007) (imposing a CLEC cap of $.025 per minute effective April 1, 2008, and a CLEC
cap of the highest ILEC rate plus 10%, effective January 1, 2009).

1

Case 94-C-0095, Opinion 98-10 (1998), 1998 N Y. PUC LEXIS 325, at *40-41 ("Under our
existing policy, competitive local exchange carriers are authorized to levy access charges subject to the
constraint that their rates not exceed those of the largest can'ier in the LATA without a showing that higher
rates are cost-based and in the public interest. [footnote omitted] Accordingly, absent further action, the
access charges of competitive local exchange carriers in New York Telephone's LATAs, and new entrants,
must be reduced along with New York Telephone's. This link should be maintained. In what is an
increasingly vertically integrated environment, with companies competing to provide both local and long
distance service, access charges should he symmetrical.").

2

3

their intrastate switched access rates to ensure that they do not exceed the rates of the largest LEC in
Maryland).
"4 DPUC Investigation oflntrastate Carrier Access Charges, Docket No. 02-05-17, Decision (2004),
2004 Conn. PUC LEXYS15, at *45 (requiring all LECs, including ILE Cs and CLECs, to implement a
common price cap on intrastate access charges unless they can demonstrate through cost studies that higher
rates are justified).

Code ofMar'vland Regulations §20.45.09.03(b) (requiring all facilities-based LECs to modify

66 Pa.C.S. §3017(e) (2006) ('No telecommunications carrier providing competitive local
exchange telecommunications service may charge access rates higher than those charged by the incumbent
local exchange telecommunications company in the same service territory unless such carrier can
demonstrate that the higher access rates are cost justified.").

5

8
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1

2

3

Virginia,6 and Missouri7 each impose a mirroring restriction on CLEC intrastate

switched access charges alf in some degree to the FCC's rule for interstate

switched access.

4

5

6

7

8

9

10

11

12

Q~ ARE THE CLEC RATES CURRENTLY HIGHER THAN THE ILEC

RATES?

The CLEC rates vary wildly, with some CLECs charging rates very close to the

ILEC rates, and others CLECs charging significantly higher rates. In addition,

some CLECs charge blended rates which embed elements into the rate which they

do not actually provide. However, except for aberrations in the case of die secret

access agreements many CLECs have entered into with certain IXCs, it is clear

that overall the CLEC switched access rates are higher than Qwest's switched

access rates.

13

14

15

16

17

18

19

20

21

Q- ARE SWITCHED ACCESS SERVICES COMPETITIVE?

No. As mentioned before, switched access is considered a bottleneck facility,

regardless of whether it is provided by an ILEC or a CLEC. 111 order for an INC

to terminate a call to the telephone number of a LEC, the only way to reach that

customer is through the LEC. If an INC wants the ability to connect its customers

(the calling party) ubiquitously, then they must terminate through the LEC who

has the relationship with the called party. These agreements were produced

under subpoena, and the respondents designated them as "HIGHLY

CONFIDENTIAL." Under the terms of the Protective Order entered in these

20 VAC5-4]7-50 (CLEC's intrastate sWitched access rate may not exceed the higher of its
interstate rate or the aggregate ILEC intrastate rate in the area service is being provided).

6

In the Matter of the Access Rates to be Charged by Competitive Local Exchange
Telecommunications Companies in the State of Missouri, Case No. T0-99-596, Report and Order 6/une I,
2000), 2000 Mo. PSC LEXIS 996, at *28-3] (capping CLEC exchange access rates at the "level of the
access rates of the directly competing ILEC."). In the Report and Order, the Missouri PSC specifically
rejected as unreasonable the CLEC argument that CLECs be permitted to charge a certain percentage above
die resident ALEC's rate. Id. at * 31.

7

A.

A.

9
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1

2

dockets, strict processes govern the reproduction of the data and introduction into

evidence. Accordingly, copies are not attached to this testimony at this time.

3 IV UNFILED CLEC AGREEMENTS

4

5

6

7

Q- HAVE CLECS ENTERED INTO SECRET SWITCHED ACCESS

AGREEMENTS WITH SOME IXCS ?

Yes. AT&T, MCI, and Sprint have produced agreements which they have entered

into for reduced switched access rates from a number of CLECs.

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Q- DON'T AGREEMENTS FOR LOWER SWITCHED ACCESS FROM

CLECS MOVE TOWARDS REFORM?

Not the way these agreements have been done, because these agreements are not

publicly disclosed, are not available to all IXCs, and do not set a stand-alone rate

for switched access. Every agreement that AT&T, MCI, and Sprint produced in

response to Qweest's subpoena was classified as "Highly Confidential." The fact

that Qwest had to go to great lengths to obtain the agreements, which were

ultimately produced subject to the protective order in this docket, indicates that

the CLECs are operating in a clandestine fashion even today. The special

switched access rates were only offered to a limited number of I`XCs, and the

CLECs have continued to charge the exorbitant rates to other IXCs . Further, the

agreements are not a "permanent" solution. For example,  many of these

agreements have expired, and the CLECs have gone back to charging the higher

switched access rates.

22

23

24

25

26

Q, ARE THESE AGREEMENTS UNIFORM?

No, these agreements include a variety of structures, some of which only include

switched access services, some of which include multiple services. Some of these

agreements contain state specific  language, some identify jurisdictional

difference, and others provide a single rate.

A.

A.

A.

10



Arizona Corporation Commission
Docket No. RT-00000H-97-0137
Docket No. T-00000D-00-0672
Qwest Corporation
Direct Testimony of Lisa Hensley Eckert
December 1, 2009, Page 11

1

2

3

4

5

6

7

8

9

10

11

12

Q- DO THESE AGREEMENTS SUPPORT QWEST'S CONTENTION THAT

CLEC RATES SHOULD ALIGN WITH ILEC RATES?

Generally, Yes. While there is variation in the CLEC agreements, the most

common approach, which I refer to below as the "straight benchmark" simply

points to the ALEC's rate in each state as the appropriate benchmark. This agrees

with the FCC's CLEC Access orders, known as the 7m and gm report and orders

for interstate traffic, and extends the same logic to the states. The largest number

of were entered into between AT&T and the CLECs. The AT&T agreements fall

into four categories. The first is the straight benchmark. The second is the

benchmark, unless the CLEC switched access tariff was lower. The third type

references a single nationwide rate, and the fourth is a discount on Intrastate

switched access rates dependant upon purchasing unrelated interstate services.

13

14

15

16

Q- WHICH OF THESE AGREEMENTS ARE MOST COMMON?

By far, the most common version of these agreements is the benchmark

arrangement. Begin Highly Confidential 1 Redacted

Redacted

17

18

19

20

Redacted

21

22

23

24

Redacted

In the Matter ofAeeess ChargeReform; Reform ofAceess Charges Imposed by Competitive Local
Exchange Carriers, CC Docket No. 96-262, Seventh Report and Order and Further Notice of Proposed
Rulemaldng, 16 FCC Red 9923, 9941-49 (2001) ("CLECAccess Order"). Eighth Report and Order and
Fifth Order on Reconsideration, 19 FCC Rod 9108, 9116-171117 (2004)

B

A.

A.

11
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1

2

3

Redacted

4

5

6

7

8

9

10

11

12

13

14

15

Redacted

End Highly Confidential 9

16

17

18

19

20

21

Q- WHY DO THESE AGREEMENTS MATTER?

First, the fact that a majority of these agreements benchmark to the ILEC rates is

probative of the correct rate level for CLECs in AZ. This is the rate which the

IXCs overwhelmingly agreed to in negotiations, and were willing to pay. This

language is relatively specific, calling out the rates for interstate traffic, intrastate

traffic, and often 8YY traffic.

22

23

24

25

Second, the agreements show that the CLECs have clearly concur that these lower

rates are appropriate for the services they provide. For the CLECs who have

entered into these agreements, they have already voluntarily extended these lower

rates to other IXCs, proving that the lower rates are appropriate. Having extended

9 See Highly Confidential Exhibit LHE-1 for the unreacted information.

A.

12
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1

2

those rates to their favored INC, they cannot claim that they can not recover their

costs if the same rates are extended to another INC.

3

4

5

6

7

8

Third, these agreements show that there is an "underground economy" for

switched access charges in Arizona, with rates that are unknown to the

Commission and not generally known or available to all IXCs. Whether

contracts are allowed or not, switched access reform must require that the rate that

any LEC charges for switched access is known and certain, does not change based

on the purchase of other services, and is available to any other INC.

9

10

11

12

13

14

15

16

Q- SHOULD CARRIERS BE PERMITTED TO CONTRACT FOR ACCESS

RATES THAT DIFFER FROM THEIR TARIFFED R.ATES?

Qwest's position is that contracts for tariffed services may be permissible in

Arizona, but can not be discriminatory in nature. Without review of forward

looking contracts which change the rates paid by one INC, the State has no ability

to determine if such agreements are in the public interest or are available in a non-

discriminatory manner. Without filing or posting the agreement, other IXCs do

not have the opportunity to contract in the same manner.

Q-

Yes.

DO YOU HAVE ANY OTHER CONCERNS ABOUT THE VOLUME

PURCHASE ARRANGMENTS IN SOME OF THE CONTRACTS?

Three of the companies claimBegin Highly Confidential Redacted

Redacted

17

18

19

20

21

22

23

24

25

26 Redacted IEnd Highly Confidential These carriers cannot claim that they only

A.

A.

13
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1

2

charge the tariff rate, when the total switched access charges resulting from the

application of the tariff rate are reduced.

3

4

5

6

7

8

9

10

11

Q- IS IT APPROPRIATE FOR INTRASTATE SWITCHED ACCESS RATES

TO BE INCLUDED IN VOLUME DISCOUNT AGREEMENTS FOR THE

PURCHASE OF INTERSTATE SERVICES?

No. Such bundling of services into bulk purchase price discount arrangements

affect and obscure the price of intrastate switched access. Not only is it difficult

to determine the actual amount of discount in such agreements-it is also unlikely

that the duty of nondiscrimination can be satisfied when the price of a bottleneck

monopoly service varies and depends upon the purchase of unrelated, competitive

services.

12

13

14

15

16

17

18

19

20

21

22

23

24

25

The linking of the two purchases is not supportable. As mentioned before, special

access is a switched access bypass product. The two products are not logically

dependant upon one another- that is an INC does not need to purchase special

access to reach an end user through a switch. An INC may choose to do so

because they can avoid tandem switching charges- or the volumes of traffic to that

end user indicate that a dedicated facility is necessary. Volume discounts for

special access based on special access purchases have been part of contract tariffs,

and part of special access pricing. However, special access is a competitive

service, and as described earlier, switched access is a terminating monopoly

service. Using a competitive service as a basis for offering a discount on a

monopoly service obfuscates the real price of the underlying services-and allows

for discrimination. For these reasons, the rates for switched access service,

whether offered by contract, tariff, or some combination of the two, must stand on

their own, and not be affected by the purchase of unrelated services.

A.

14
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1

2

3

4

5

Q- COX COMMUNICATION STATED INA NON CONFIDENTIAL DATA

REQUEST THAT THE SWITCHED ACCESS RATE OFFERED TO

AT&T IS THE SAME AS ITS TARIFF RATES. IS THIS TRUE?

No, as is apparent from Cox's own answer. Cox provided the following response

to a Qwest data request:

6

7

8

9

10

11

12

13

14

"Cox responds that there is no difference between the contract rates and

tariff rates. The contract expressly offers switched access services at the

then current published tariff rates. The tariff rates in the contract are

updated as the tariff is updated or changes. AT&T has the opportunity to

pay less Dian the tariff rate for switched access services based on it

purchase of Interstate special access services. AT&T's discount varies

based on its special access purchase volume with a minimum threshold

purchase amount. Cox offered Qwest a similar arrangement by letter

dated March 7, 2008 to which Qwest failed to respond."

15

16

17

18

19

20

21

22

23

24

25

26

This response underscores the difficulty with such agreements which tie together

competitive interstate special access services with bottleneck monopoly intrastate

switched access services. Clearly, Cox's claim that it offers AT&T the same rate

as stated in Cox's tariff is stretching the point, because that is not what AT&T

pays. Qwest does not believe that this type of agreement is sustainable, or that

volume discounts on a highly regulated tariff offering for the purchase of highly

competitive services are appropriate. It is interesting to note that the discounts

ranged from Begin Highly Confidential Redacted

Redacted

Redacted !Highly Confidential10 It is hard to know, and Cox has refused to

state, what the effective rate actually charged to AT&T is under its agreement. It

depends on the volumes of special access services AT8LT purchases. Nor is it

10 See Highly Confidential Exhibit LHE-1 for the unreacted information.

A.

15
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1

2

3

4

clear how much of the special access purchases are attributable to the CLEC

portion of AT&T, and whether an INC alone could partake of these volume

discounts. Qwest's position is that the rate actually paid for switched access

should be the same for every INC for every minute of use.

Q, WHAT REFORMS SHOULD BE INSTITUTED WITH RESPECT TO

THESE AGREEMENTS?

5

6

7

8

First, as I have stated above, no agreement should provide for a discount for

switched access based on for unrelated services.

9

10

11

Second, every agreement that a LEC enters into that sets the rate, or impacts the

rate for switched access, should be promptly filed or posted for public inspection.

This should be the obligation of the LEC, not the customer.

12

13

14

15

16

17

18

19

Q. WHAT REVENUE SOURCES SHOULD BE MADE AVAILABLE TO

CARRIERS TO COMPENSATE FOR THE LOSS OF ACCESS

REVENUES?

First and foremost, any reduction in switched access should be recoverable in a

revenue neutral manner. As Qwest witness Peter Copeland fully explains, the

primary source of recovery should be from the local rate increase, since the

switched access subsidy has long been in place to keep the local rate low. Any

recovery from the USF should be in the manner explained by Mr. Copeland.

20

21

22

23

24

Q- WHAT PROCEDURES SHOULD THE COMMISSION IMPLEMENT TO

ACHIEVE THE DESIRED REDUCTION LN ACCESS RATES?

Mr. Copeland directly addresses this issue in his testimony on page 7. Clearly,

whatever procedures are put in place should be applied to all LECs, and should

not be selectively applied.

A.

A.

A.

16
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1 v. SUMMARY

2

3

4

5

6

7

8

Q- PLEASE SUMMARIZE YOUR TESTIMONY.

CLEC and Rural ILEC intrastate switched access rates should be reduced to the

same level as Qwest's Intrastate switched access rates. This reduction would

reduce arbitrage opportunities, ease market distortions, and would eliminate the

discriminatory treatment some CLECs have engaged in with secret switched

access agreements by malting the terms and conditions of those agreements

uniform.

Q- DOES THAT CONCLUDE YOUR TESTIMONY?9

10 Yes.

A.

A.

17
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1 1. INTRODUCTION

2 Q. PLEASE STATE YOUR NAME.

3 My name is Lisa Hensley Eckert.

4 Q- ARE YOU THE SAME LISA HENSLEY ECKERT WHO FILED DIRECT

5 TESTIMONY IN THIS CASE?

6 Yes I am.

7 Q- WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

8 I am responding to issues raised in the testimony of AT&T, Sprint, Verizon, Staff,

9 CLECs. The issues that I intend to directly address are:

10

11

12

13

A.

A.

A.

(1 -)

(2~)

(3-)

(4-)

What Local Exchange Companies should be included in this docket

What rate is appropriate

What agreements should be filed

Should laCs be required to flow trough any savings
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1

2

11. WHAT LOCAL EXCHANGE COMPANIES SHOULDBE

INCLUDED IN THIS DOCKET?

3 Q- DR. ARON AND DR. OYEFUSI OF AT&T REPEATEDLY STATE THAT

4 QWEST RATES SHOULD BE REDUCED IN THIS DOCKET, IN

5 ADDITION TO THE RATES OF OTHER LECS. WHAT IS YOUR

6 RESPONSE?

7

8

9

10

11

12

13

14

Previously, AT&T argued that Qwest switched access rates and the rural ILEC

and CLEC rates should be bifurcated. At the time, AT&T advocated that the

issues of RBOC access rates were different enough from the other interests, that

bifurcation makes sense. In essence, the Qwest rates were "low hanging fruit",

and AT&T was interested in quick results. Qwest has already reduced access four

times in the last eight years (totaling $27M) without corresponding decreases

from other parties. Qwest believes that the appropriate step is to reduce other

LECs to the Qwest Intrastate rate.

15 Q- SPRINT ALSO ADVOCATES FOR THE REDUCTION OF QWEST

16 SWITCHED ACCESS RATES, AND CLAIMS THAT QWEST'S LONG

17 DISTANCE ARM HAS ALSO ADVOCATED FOR ACCESS RATE

18 REDUCTIONS IN OTHER STATES. IS THIS TRUE?

19

20

21

A.

A. Qwest's advocacy, both in and out of the 14-states where it operates as an ILEC,

is for the establishment of a state switched access rate based upon the rate of the

primary RBOC in the state. It is true that at one time Qwest had advocated for
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1 interstate parity both as an RBOC as well as an INC. However, the blossoming

2 of arbitrage situations led Qwest to refine that advocacy. In fact, QCC's current

3 advocacy in the continuing switched access cases in Pennsylvania is that all

4 CLECs and rural ILE Cs should bring their rates to the Verizon intrastate rates.

5 Q- WHY DID QWEST REFINE ITS ADVOCACY?

6 Qwest refined its advocacy because we found that quirks in how interstate access

7 rates are determined for CLECs and Rural ILE Cs can allow those coniers to have

8 quite high interstate switched access rates. A rule that their intrastate rate must

9 not exceed those high interstate rates therefore had no beneficial effect on

10 lowering intrastate switched access rates. As Qwest has testified previously, high

11 intrastate switched access rates create the opportunity for those carriers to engage

12 in arbitrage, for example traffic pumping, rural benchmark fraud, origination of

13 SXX call by VoIP companies in high access areas, and distorts local competition.

14 Because of the rural switched access rules at the FCC, small rural ILE Cs are

15 allowed to charge much higher rates than the larger ILE Cs. In fact, QCC found

16 that there were rural ILE Cs in Iowa (where traffic pumping was rampant)

17 charging as much as 13 cents per minute for interstate traffic. km addition, some

18 CLECs are allowed to charge higher interstate switched access rates if they

19 compete against a rural ILEC, or if they classify themselves as a "rural

20 benchmark" CLEC. This designation allows the CLEC to charge the highest

21

A.

NECA band 8 rate for interstate traffic. In Arizona, some small rural ILE Cs
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1 charge interstate rates as high as 5.5 cents per minute, which a rural CLEC could

2 benchmark to, and still be able to pump traffic or engage in other forms of

3 arbitrage. By adopting a uniform intrastate rate, this arbitrage opportunity is

4 reduced for intrastate traffic, which would not be the case if all the CLEC is

5 required to do is lower their intrastate rate to a disproportionately high interstate

6 rate.

7 For the RBOC, the high intrastate switched access rates of CLECs and rural

8 ILE Cs have caused competitive distortions in the market place. For instance,

9 when any company overbuilds in the Qwest ILEC service area, they should not be

10 allowed to charge higher switched access rates in order to offer local service at

11 lower rates--resulting in the INC community subsidizing those lower local rates.

12 Q- BOTH DOUGLAS DENNEY FILING ON BEHALF OF THE JOINT

13 CLECS AND DOUGLAS GARRETT OF COX COMMUNICATION

14 REQUEST THAT THE COMMISSION WAIT UNTIL THE FCC ACTS

15 ON INTERCARRIER COMPENSATION REFORM. DOES QWEST

16 AGREE?

17 No. First and foremost, the FCC has already acted with regards to CLEC access

18 rates, and the Arizona Commission should act to match what the FCC originally

19

A.

decided in 2001, and has repeatedly re-afiirmed.. The FCC clearly stated in die
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1 7th and 8th repo1"t and orders that CLEC access should not exceed the rate of the

2 ILEC against whom they compete, as switched aecessis a monopoly service.

3 There is no indication that the FCC's position on CLEC access rules is likely to

4 change any time soon, even if doe FCC accelerated the pace of intercarrier comp

5 reform.

6 Q- HAS THE FCC ADDRESSED CLEC ACCESS RATES MORE

7 RECENTLY?

8 Yes, on January 13, 2010, the FCC released an order Ire the Matter of Petition of

9 Northern Telephone and Data Corp. for the Waiver of Section 61 .26 (b)(1) of the

10 Commission Rules, WC Docket No 09-216. In that order, the FCC rejected the

11 request of NTD to waive the commission rules which mandate that CLECs must

12 benchmark their rates to that of the competing ILEC. NTD claimed that they had

13 higher costs, therefore they should be allowed to charge higher access rates. The

14 FCC rejected this contention, as it has done repeatedly since the 2001 CLEC

15 access order. On page one, paragraph one of the NTD order, the FCC statesl

16

17

18

19

20

In this Order, we deny a waiver petition filed by Northern Telephone and
Data Corp. (NTD) because it fails to show any of the criteria necessary to
establish good cause for a waiver. (footnote omitted) NTD's petition for a
waiver of section 61 .26 (b)(1) of the Commission's rules, which limits the
interstate access charges NTD may impose on interexchange carriers

A.

1 In the Matter of Access Charge Reform; Reform of Access Charges Imposed by Competitive Local
Exchange Carriers, CC Docket No. 96-262, Seventh Report and Order and Further Notice of Proposed
Rulemaking, 16 FCC Red 9923, 9941-49 (2001) ("CLEC Access Order"). Eighth Report and Order and
Fifth Order on Reconsideration, 19 FCC Red 9108, 9116-17 1117 (2004)
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1

2

(IXCs), involves the competitive local exchange carrier (LEC) access rate
benchmark adopted and affirmed in previous orders. (footnote omitted)

3 Q- STAFF, ON PAGE 11 OF WILLIAM SHAND'S TESTIMONY SUGGESTS

4 THAT A CLEC'S COST OF PROVIDING SERVICE COULD JUSTIFY A

5 HIGHER ACCESS RATE. DOES THE FCC'S ACTION IN THE NTD

6 CASE, AND OTHERS SUPPORT THAT CONCLUSION?

7 No, StafFs proposal, on page 11, lines 19- 22 of Mr. Shard's direct testimony

8 states :

9

10

11

12

13

If, however, a CLEC believes that its costs of providing switched access
services exceed those of the incumbent local exchange company, such that
it believes a higher maximum rate level is appropriate, it should have the
option of filing information with the Commission to demonstrate these
higher costs and a hearing on the issue, if desired.

14 This statement does not reflect what criteria, if any, must be produced in order for

15 a CLEC to prove that they truly have a higher cost structure dlan the ILEC for

16 providing switched access services. On page 2 of the NTD order, the FCC

17 rejected this approach for CLEC access rates.

18
19
20
21
22
23
24
25
26
27
28

A.

Subsequently, in the CLEC Access Reconsideration Order, the
Commission rejected several petitions for reconsideration of the rules
adopted in the CLEC Access Reform Order. with particular relevance to
NTD's request here, the Commission rejected a waiver petition by TDS
Metrocom (TDS) to permit competitive LECs to tariff higher access rates
if they can demonstrate that their costs exceed diode of the incumbent
LECs with which they compete. The Commission pointed out that TDS's
request "assume[d] incorrectly that the Commission adopted a cost-based
approach to competitive LEC access charges in its CLEC Access Reform
Order." The Commission stressed that it had "explicitly declined to apply
this sort of regulation to competitive LECs." More recently, the



Arizona Corporation Commission
Docket No. RT-00000H-97-0137
Docket No. T-00000D-00-0672
Qwest Corporation
Reply Testimony of Lisa Hensley Eckert
February 5, 2010, Page 7

1

2

3

4

5

6

Commission has denied requests similar to NTD's. Specifically, the
Commission rejected PrairieWave Telecommunications, Inc.'s
(PrairieWave's) request for a waiver of section 61 .26 of the Commission's
rules. And the Commission also denied a petition by OrbitCom requesting
dirt the Commission forbear from tariff regulations set forth in sections
6l.26(b) and (c). (footnotes omitted)

7 The Arizona Commission should similarly reject a cost-based approach to setting

8 access rates for CLECs. Like the interstate switched access charge, the intrastate

9 switched access charges are primarily subsidies to local service. The rate for

10 intrastate switched access has been a function of the size of the subsidy required,

11 not the cost of the service.
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1 III. WHAT RATE IS APPROPRIATE?

2 Q- DO ANY OF THE PARTIES SUPPORT QWEST'S CONTENTION THAT

3 THE APPROPRIATE RATE LEVEL IS THE QWEST INTRASTATE

4 RATE?

5 Yes. Several parties have agreed that the appropriate level of for switched access

6 reduction is for all LECs to bring their rates to the same level as Qwest's current

7 intrastate rates.

8 Staff, ALECA, and Verizon have all supported the position that the Qwest

9 intrastate switched access rate is the appropriate level for the intrastate rates of all

10 LECs in Arizona.

11 On page 2, lines 17-21 of the Direct Testimony of Wilfred Shard on behalf of the

12 Staff, he addresses ALECA rates as follows:

13

14

15

16

17

18

Staff recommends that Arizona Local Exchange Carrier Association
("ALECA") members' rates be set at Qwest intrastate rates. This is a
reasonable second in the move toward consistency with interstate rates.
Qwest's intrastate switched access rates have already been reduced by $27
million annually. Staff is not recommending further reductions to Qwest's
intrastate switched access rates as a result of this docket at this time.

19 Mr.Shand also addresses CLEC rates on page 11, lines 12-17, stating:

20
21
22
23

A.

Staff recommends that CLECs' maximum switched access rates be capped
at the incumbent LEC's rates and that the CLECs should be required to
reduce their maximum switched access rates to the level of the incumbent
local exchange carrier. If Staffs access charge rate reformation is adopted
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1

2

by the Commission, the incumbent LEC's rates will be Qwest's current
intrastate rates. Staff believes that the FCC solution is appropriate.

3 ALECA witness Douglas Meridith, on page 7, lines 13- 21 states:

4

5

6

7

8

9

10

11

12

13

...using the Qwest statewide intrastate composite rate is an appropriate
step in reforming Arizona's intrastate switched access regime. By
reducing each ALECA member composite rate to the Qwest composite
rate, the commission would promote equity between urban/suburban and
rural areas of the state. Furthermore, since the Qwest composite rate is
publicly available, it provides a simple and straightforward target rate for
switched access reform. Lastly, using the Qwest composite rate instead of
the ALECA members' composite interstate rates will lessen the burden of
the Arizona high-cost universal service fund and corresponding surcharge
that may be applied to end user bills.

14 Page 7, line 22 through page 8, line 7 of Verizon's testimony of Don Price states:

15

16

17

18

19

20

21

22

23

The Commission has scrutinized and reduced Qwest's intrastate access
rates several times over the past few years, recognizing that reducing high
access charges promotes competition and is in the public interest.
(footnote omitted) However, Me Commission has not addressed switched
access rates comprehensively. For example, the Commission does not
currently impose any such discipline on CLEC's intrastate switched access
rates, even though the same reasons that spurred the FCC to regulate the
CLEC's interstate switched access rates (as discussed further below) hold
true in the intrastate context.

24 Q- IF QWEST'S ILEC SWITCHED ACCESS RATES ARE SUBSEQUENTLY

25 LOWERED AT SOME FUTURE TIME, SHOULD OTHER LECS RATES

26 ALSO BE REDUCED?

27 Yes, CLEC rates should not exceed the ILEC rate, and should be adjusted

28 accordingly. However, it is apparent that the process by which carriers reduce

29

A.

their switched access rates must include the opportunity to recover the revenue

i
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1 shortfall that results. This process will take considerable time, as is evidenced by

2 the fact that Staffs proposed schedule for rate reviews extend out three and one

3 half years. If Qwest's intrastate switched access rate is reduced during the

4 pendency of the other carriers' rate reviews, their duty to further reduce rates will

5 become unduly complicated.

6 The Staff has noted that Qwest's intrastate switched access rates should not be

7 reduced at this time. [Direct testimony of Wilfred Shard, page 2, lines 20 and 21,

8 and page 3, lines 3 and 4] Qwest proposes that the Commission determine to

9 have another phase of access investigation, after all carriers have reduced their

10 rates equal to Qwest's current intrastate rates. That subsequent phase would

11 include all wireline carriers, since they will all be on a "level playing field" by

12 virtue of their rates having been equalized by this phase. Other plans are

13 unacceptable, because they result in disparate rates and timing, thereby replicating

14 the same problems that were created when Qwest's rates were due only rates

15 treated by the Commission in the past.
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1 Iv. WHAT AGREEMENTS SHOULD BE FILED?

2 Q~ STAFF RECOMMENDS IN THE TESTIMONY OF WILFRED SHAND

3 THAT AGREEMENTS BETWEEN ILECS AND INC FOR SWITCHED

4 ACCESS SERVICES, THOUGH THEY ARE NON- 251

5 INTERCONNECTION AGREEMENTS, SHOULD BE FILED. DOES

6 QWEST AGREE?

7 Qwest agrees that agreements between LECs and IXCs for services which are

8 otherwise tariffed and involve intrastate switched access services should be made

9 available to all laCs on a non-discriminatory basis. Whether such agreements

10 are filed with the Commission or otherwise made public is not a critical

11

12

distinction. The important requirement is that such agreements must be promptly

disclosed to the public and made available to all IXCs.

13 Q. AS AUTHORITY F O R  I T S RECOMMENDATION THAT SUCH

14 AGREEMENTS MUST BE FILED WITH THE COMMISSION, THE

15 STAFF CLAIMS COMMISSION JURISDICTION TO REQUIRE THE

16 FILING OF ANY INTERCONNECTION AGREEMENT BETWEEN

17 CARRIERS. DOES QWEST AGREE?

18 No. Qwest does not accept the StafFs theory as an accurate statement of the

19 Commission's authority. The Commission's authority to regulate intrastate rates

20 The

21

A.

A.

for telecommunication services, however, is directly on point.

Comlnission's rules currently provide that every telecommunications company
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1 shall maintain on file with the Commission all current tariffs and rates. See,

2 A.A.C. R14-2-1106.B.4, regarding competitive telecommunications carriers, and

3 R14-2-510.F regarding incumbent LECs. The Commission Staff urges, and

4 Qwest agrees, that CLECs should be required to amend their tariffs to allow

5 contracts, subject to public disclosure and availability of the offer to other

6 carriers.

7 It is important that the Commission craft the tiling requirement to only includethe

8 services which fall under its jurisdiction. In order that the filing or public

9 disclosure requirement that is crafted as a result of this proceeding not be

10 overbroad, Qwest urges that the requirement explicitly apply only to contracts for

11 intrastate switched access services.
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1

2

SHOULD IXCS BE REQUIRED TO FLOW THROUGH ANY

SAVINGS?

3 STAFF ASSERTS THAT EVEN THOUGH IXC'S LOWERING THEIR

4 LONG DISTANCE RATES TO CUSTOMERS IS NOT NECESSARY FOR

5 ACCESS REFORM TO BE IN THE PUBLIC INTEREST, IXCS SHOULD

6 STILL BE ORDERED TO LOWER THEIR LD RATES IN ARIZONA.

7 DOES QWEST AGREE?

8

9

10

Qwest agrees that INC rate reductions are not necessary to find that access reform

is in the public interest. Qwest does not agree that IXCs should be mandated to

lower their long distance rates in Arizona.

11 STAFF CLAIMS THAT IN STATE ACCESS FEES SHOULD BE

12 REMOVED FROM THE INC RATES IN ARIZONA. DOES QWEST

13 HAVE AN IN STATE ACCESS FEE TO REMOVE?

14 No. Qwest never implemented an in-state access fee in Arizona. In-state access

15

16

17

fees were implemented by some IXCs for the express purpose of covering what

they determined were high access fees in a particular state. Qwest agrees that

1XCs that have an instate access fee should remove it upon implementation of

18 access reform.

19 SHOULD IXCS WHICH DO NOT ASSESS AN IN-STATE ACCESS FEE

20 TO REMOVE MAKE OTHER REDUCTIONS TO THEIR LONG

21

A.

A.

v.

DISTANCE RATES?
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1 No. The reason why they should not is long distance rates are not set on a state

2 by state basis. This means that there are no retail long distance rates that are

3 unique to Arizona.. Rather, long distance rates are set on a national basis using a

4 model that includes access costs for multiple jurisdictions, as well as market

5 factors in a highly competitive industry. As in any competitive market, long

6 distance rates will tend to move towards the long run incremental cost of

7 providing the service over time. Carriers have every incentive to minimize their

8 costs in order to offer competitive rates in the marketplace. However, due to the

9 number of factors involved in setting rates, it is difficult to demonstrate exactly

10 how or when a specific cost savings may have been passed through to Arizona

11 custom ere »

12 Q- HOW DO REDUCTIONS IN SWITCHED ACCESS RATES BENEFIT

13 CONSUMERS ?

14 When switched access rates are lowered, consumers benefit by those reductions.

15 An example of that is the graph produced by AT&T in response to the Joint

16 CLECs' First Set of Data Requests to AT&T, Request No. 1, DR 1, Table 1:

17 Documents Relied upon by Dr. Aron, one of which is a chart showing reductions

18

19

in access expense and toll rates in Arizona. What is clear from the graph is that as

switched access rates decline, the price of long distance also declines The long

A.

A.

2 See Highly Confidential Exhibit LHE-2
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1 distance market is highly competitive, and historically, any reductions in cost

2 translate into reductions in long distance rates.

3 Q- DOES THAT CONCLUDE YOUR TESTIMONY?

4 A. Yes
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1 1. IDENTIFICATION OF WITNESS

2 Q-

3

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION WITH

QWEST CORPORATION.

4

5

6

My name is Lisa Hensley Eckert. My business address is 1801 California Street 47'*' floor,

Denver ,  Colorado,  and I am currently employed by Qwest Corporation ("Qwest") as

Director of Intercarrier Compensation in the Public Policy department.

7

8

Q- DID YOU FILE DIRECT AND REPLY TESTIMONY IN THIS CASE?

Yes.

9 11. PURPOSE OF TESTHVIONY

10

11

12

13

14

15

16

17

Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY?

A.

A.

A. I am responding to the testimony of AT&T and the Joint CLECs. AT&T continues to

argue that despite the history of access rates in Arizona,  Qwest rates should also be

reduced, in spite of the fact that this phase of the docket was to focus on the access rates of

Rural ILE Cs and CLECs. AT&T also claims that the rates it negotiated in numerous

unfiled secret agreements with CLECS are not dispositive of a reasonable rate for purposes

of this proceeding. The Joint CLECs continue to rationalize the excessive rates which they

charge.
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1 111. INCLUSION OF QWEST IN THE SWITCHED ACCESS REDUCTIONS

2

3

Q-

4

AT&T ARGUES THAT QWEST ACCESS RATES SHOULD BE INCLUDED IN

THE REDUCTIONS FOR OTHER LECS. SPECIFICALLY, THEY cLAnv1 THAT

A UNIFORM RATE IS BAD POLICY AND THAT QWEST IS ENGAGING IN

"NOT IN MY BACK YARD" BEHAVIOR. WHAT IS YOUR REACTION?5

6 First,

7

8

9

10

11

12

just because AT&T doesn't agree wide something doesn't make it de facto bad

policy. Secondly, Qwest's proposal brings the CLECs in line with the current Qwest rates,

which, with the rural ILE Cs, are the actual parties subject to this docket. AT&T itself

previously argued for the very bifurcation that died are now arguing against. The other

parties which support Qwest's position- Staff, Verizon, and ALECA- all agree that

switched access reform is best addressed by bringing the previously bifurcated LECs into

line with the Qwest reforms before moving fUrther.

13

14

Q- BOTH AT&T WITNESSES ARGUE THAT UNLIKE AT&T, QWEST ACCESS

RATES ARE GENERALLY HIGH. BECAUSE OF THIS, QWEST ACCESS

RATES SHOULD BE LOWERED. DO YOU AGREE?15

16

17

18

19

20

21

22

A.

A. No, this is a naive assertion, which does not take into account the lack of a revenue neutral

offset. Qwest has long advocated that intrastate access rates should go to interstate rates, if

done in a revenue neutral manner through local rate increases. AT&T was given a quid pro

quo in the form of regulatory approvals it was seeking in various areas of its operations or

local rate increases when lowering its access rates as a result of prior merger activities, and

therefore was able to make access rate changes to an entire region. Qwest does not have

the same ability in all states, but where it has been allowed a revenue neutral offset with
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1

2

local rate increases, Qwest has reduced switched access rates. Secondly, not all AT&T

RBOC locations are set at interstate rates. To claim otherwise is simply not true.

3 Q. DR. ARON CLAIMS THAT MATCHING THE ILEC RATES WOULD NOT

4 MIRROR THE FCC MANDATE. DO YOU AGREE?

5

6

7

No. The FCC clearly stated that CLECs were to mirror the already existing interstate

access rates of the LEC with whom they compete. Nowhere did the FCC say that any

LECs must mirror the intrastate rates with the interstate rates. The FCC clearly has

8 jurisdiction over the interstate rates but not over intrastate rates.

9 Q- WOULD YOU REITTERATE QWEST'S POSITION?

10

11

12

13

14

15

16

17

18

19

A.

A. Qwest's position is that reductions in the switched access rates of CLECs and rural ILE Cs

are long overdue. Qwest has repeatedly reduced switched access rates in Arizona, which

has caused competitive distortions whereby CLECs have been able to use switched access

rates to subsidize local rates, thereby allowing them to charge lower rates for local service,

and gain an unfair advantage in the market place. Secondly, Qwest's position on arbitrage

is the result of various lands of disputes, of which traffic pumping is one type of dispute.

Qwest believes that the most efficient way to deal with die arbitrage issues is for other

LECs to reduce their rates to a single uniform intrastate rate. This positions the states to

deal with any future regulatory changes -either at the state level or at the FCC- from a level

playing field.
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1 Iv. SECRET ACCESS DEALS PROVIDE GUIDANCE TO THE COIVIIVIISSION

Q- DR. ARON HAS CLAIMED THAT SHE CAN NOT VALIDATE QWESTS

ARGUMENT THAT THE NEGOTIATED RATES ARE IN FACT THE RBOC

RATES. NONETHELESS, SHE CLAIMS THAT THE FACT THAT COMPANIES

NEGOTIATED A MARKET RATE IS NOT DISPOSITIVE OF A REASONABLE

RATE. DO YOU AGREE?

No. Many of the agreements provided were specifically AT&T agreements with a number

of CLECs. BEGIN CONFIDENTIAL

Redacted

2

3

4

5

6

7

8

9

10

11

12

13

14

C0NFIDENTIAL1 For most of Arizona, and certainly for the largest

population centers, that ILEC is Qwest.

15

16

17

18

19

20

21

22

Dr. Aron says that the agreements are immaterial, since the agreement rates merely reflect

negotiations, and that the IXCs had limited recourse with the market power of the CLECs.

The reverse is actually true. AT&T bargained with CLECs for lower rates than the

CLECs' tariffs provided for, demonstrating that AT&T had significant bargaining power.

AT&T used that power to gain lower switched access rates for themselves. At the same

time AT&T was negotiating these secret rates wide CLECs they were aggressively pursuing

regulatorily-compelled reductions of Qwest access rates, which were reduced in 2001,

2002, 2003, and 2006. The first CLEC agreement AT&T entered into in Arizona appears

A.

1 See Highly Confidential Exhibit LHE-3 for the unreacted information.
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1 to be in BEGIN HIGHLY CONFIDENTIAL Redacted

END HIGHLY CQNFIDENTIAL22 Redacted For CLECs, however,

3

4

5

6

7

8

until the comparatively recent revival of interest in this docket, AT&T has forgone

regulatory action to lower CLEC switched access rates. AT&T's failure to press for further

reductions by way of regulatory action shows that ATT's contracted rates were, and are, at

a fair and reasonable level. Further, as I pointed out in my earlier testimony, the fact that

these were negotiated rates is highly probative of what AT&T was willing to accept as a

fair and reasonable rate.

9 I have previously testified that BEGIN HIGHLY CONFIDENTAL-

10

11 Redacted

12

13 END HIGHLY C0NFIDENTIAL3

14 the agreements.

This language is typical of

Inasmuch as AT&T's witness has essentially disavowed those

15 agreements, it is necessary to include them here. Shave attached those BEGIN HIGHLY

16 CONFIDENTIAL END HIGHLY CONFIDENTIAL"

17

agreements as Highly

Confidential Exibit LHE-4 to my testimony. These agreements were produced by AT&T

18

19

pursuant to Qwest's subpoena.

Schedule A of those agreements.

I direct the Comlnission's attention, specifically to

Included in Highly Confidential Exhibit LI-IE-45 are

20 agreements between A8cT and the following CLECs:

2 ibid
3 ibid
4 ibid

5 Copies off-Iighly Confidential Exhibits LI-IE-3 and LHE-4 have been provided under separate cover to all parties
who have signed the protective agreement in this docket.
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BEGIN HIGHLY CONFIDENTIAL1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

Redacted

END HIGHLY CONFIDENTIAL'

16

17

As I noted in my Direct testimony tiled previously, of all the secret access agreements

AT&T entered into, the most commonly stated rate conforms to the ILEC rate.

18 CLEC RESISTENCE TO ACCESS REFORM

19

20

Q-

21

MR. DENNEY, ON BEHALF OF THE JOINT CLECS, CLAIMS TH.AT ONLY

TERMINATING ACCESS IS A MONOPOLY SERVICE, AND THEREFORE

ONLY TERMINATING ACCESS SHOULD BE SUBJECT TO REFORM. DO YOU

AGREE?22

23

24

25

26

27

No. First, this supposition ignores that the true cost causers for both terminating and

originating access are the end user customers. No call takes place until an end user picks

up the telephone and places a call, and that the call is not completed until the called party

picks up the phone and die completes the call. The INC is chosen by the originating end

user, not the other way around. Secondly, the FCC, in the 7th and 8th report and order

A.

6 See Highly Confidential Exhibit LHE-3 for the unreacted information.

v.
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1

2

does not make a distinction between originating and terminating access, and in fact the 7th

report and order specifically addresses both as monopoly services.

3
4
5
6
7
8
9

10

Given the unique nature of the market in which the IXCs purchase CLEC access,
however, we conclude that it is necessary to constrain the extent to which CLECs
can exercise their monopoly power and recover an excessive share of their costs
Hom their INC access customers - and, through them, the long distance market
generally. On the other hand, we continue to abstain entirely from regulating the
market in which end-user customers purchase access service. Accordingly, CLECs
remain free to recover from their end users any greater costs that they incur in
providing either originating or terminating access services.7

11 Mr. Denny claims that IXCs could choose not to serve CLEC end users customers because

12 CLECs access rates are excessive by competing for the local customer themselves so that

13 the CLEC will lose the customer.8 That argument misses the point entirely, and proceeds

14 on the dubious legal and public policy premise that CLEC customers may be isolated from

15 the benefits of competitive long distance service. The suggestion that IXCs could charge

16 different rates to the customers of CLECs is contrary to the FCC rate averaging and

17 integration rules under which IXCs must price to end users. Therefore, the next solution

18 for IXCs would be to choose not to serve CLEC end user customers in any given state

19 because the CLEC has excessive access rates means that CLEC customers could be without

20 any choice of long distance carrier. If an INC did refuse to accept a long distance customer

21 of a CLEC, I am certain that the CLEC would claim that the INC was discriminating

22 against it and would file a complaint against the INC. They cannot have it both ways. The

7 In the Matter of Access Charge Reform; Reform of Access Charges Imposed by Competitive Local Exchange
Carriers, CC Docket No. 96-262, Seventh Report and Order and Further Notice of Proposed Rulemaking, 16 FCC
Red 9923, 9941-49 'U38 (2001)
8 See Reply Testimony of Doug Denney on Behalf of Joint CLECs, pages 12-14.
9 Geographic Rate Averaging and Rate Integration 47 C.F.R. Sec. 64.1801
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1 important point, which Mr. Denny's argument overlooks, is that every call originating from

2 a CLEC end user must necessarily pass through the CLEC's gateway to the rest of the

3 world-a gateway that the CLEC owns and controls.

4

5

Q, THE 1999 QWEST RATES ARE PROPOSED BY MR. DENNEY AS THE

APPROPRIATE RATE LEVEL FOR CLEC ACCESS RATES TO BE

6

7

BENCHMARKED. HOW DO YOU RESPOND?

8

9

10

11

10 year old rates are not appropriate. The competition in the market place is taking place

today, not 10 years ago. Since that time, the FCC has regulated CLEC switched access

rates, local competition has increased, and the ability of CLECs to use access rates as a

means to gain an unfair advantage in the market place has become clear. It is not

appropriate to allow the distortions in the market place to continue.

12

13

14

Q- MR. DENNEY ADDRESSES FEDERAL RATE STRUCTURE AND SLCS.

THAT APPROPRIATE IN AN INTRASTATE ACCESS DOCKET?

IS

15

16

17

No. It is particularly not appropriate when discussing a rate which "could have been" if the

SLC were converted to a per minute of use basis. Aside from that, the CLECs should be

allowed to recover a reduction in access rates through a local rate increase, which would

end up with the same result as a SLC, but without the implementation costs.

18 VI. SUMMARY OF TESTIMONY

19

20

21

Q, WUULD YOU SUMMARIZE YOUR TESTIMONY?

A.

A.

A. Qwest supports the positions of Staff, Verizon, and ALECA regarding switched access

reform, in that the Rural and CLEC switched intrastate access rates should be reduced to
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1

2

3

4

the level of Qwest current switched access rates and dirt such reduction should be

recovered primarily through local rate increases. Accomplishing that objective will be a

monumental achievement. Once the rates of the other LECs are in line with Qwest rates,

future switched access reductions should include all LECs going forward so that no single

5 LEC is competitively disadvantaged.

6 Q- DOES THIS CONCLUDE YOUR TESTIMONY?

7 Yes.A.

i
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1 1. IDENTIFICATION OF WITNESS

2

3

4

5

6

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION

WITH QWEST CORPORATION.

My name is Peter B. Copeland. My business address is 1801 California Street,

Denver, Colorado, and I am currently employed by Qwest Corporation ("Qwest")

as Director of Cost and Economic Analysis in the Public Policy department.

7

8

9

10

11

12

13

14

15

16

17

18

Q- PLEASE REVIEW YOUR EDUCATION, WORK EXPERIENCE, AND

PRESENT RESPONSIBILITIES.

I have a Bachelor of Arts degree from Brown University in Urban Studies and a

Master of Public Administration from the University of Colorado. I have been

employed by Qwest, its predecessor companies, and Bellcorel for the past 28

years. My experience with Qwest and Bellcore includes responsibility for the

development of wholesale and retail cost studies, models of the local exchange

network, universal service advocacy and models, jurisdictional separations, and

rate development. My current responsibilities include the development of

universal service policy and testimony, as well as supervision and development of

all wholesale and retail forward-looking regulatory cost studies for Qwest.

Additionally, my group provides economic analysis for regulatory proceedings.

19

20

21

Q- HAVE YOU TESTIFIED IN ARIZONA PREVIOUSLY?

No. However, I have testified before the state commissions in Colorado, Idaho,

Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Utah,

A.

A.

1

A.

Bellcore (Bell Communications Research) provided certain centralized research and standards
coordination for the regional Bell operating companies (RBoc)s. It also coordinated security and
emergency preparedness for the U.S. government. Bellcore was formed in 1984 when AT&T was broken
up into the seven RBOCs. Bellcore is now knovsm as Telcordia and provides similar contractual services
to any entity.
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1

2

WashiNgton, and Wyoming and I have appeared on FCC panels concerning the

modeling of forward-looking costs.

3 11. PURPOSE OF TESTIMONY

4

5

6

7

8

Q. WHAT IS THE PURPOSE OF YOUR TESTHVIONY?

My testimony presents Qwest's views of the interplay between access reform in

Arizona and reform of the Arizona Lmiversal service rules. I discuss Qwest's

views concerning universal service in Arizona and provide discussion of the

universal service hearing issues enumerated in the procedural order.

9
10

111. OVERVIEW OF QWEST'S UNIVERSAL SERVICE AND ACCESS
REFORM POSITIONS

11

12

13

14

15

Q, PLEASE SUMMARIZE THE PRINCIPLES UNDERLYING QWEST'S

VIEW OF UNIVERSAL SERVICE AND RELATED ACCESS REFORM

ISSUES.

Qwest believes that six basic principles should be considered when establishing

universal service policies.

16

17

1. A uniform USF mechanism should be established that treats rural and non-

rural carriers alike,

18 2. There should be parity with regard to regulatory oversight of all ETCs,

19

20

3. Universal service programs should initially focus on the responsibility of

comers to recover the cost of service from their own end user customers,

21

22

4. In high cost areas it is appropriate to recover a portion of die additional

costs above state-wide averages from the end user customer,

23

24

A.

A.

5. Universal service support should be targeted at the wire center geographic

level,
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1

2

Receipts from federal high cost universal service funds must be considered

when establishing the need for state universal service funds.

q
J In the following questions and answers, I elaborate on each of the principles.

4

5

6

7

8

9

10

11

12

13

14

15

Q- WHY IS IT NECESSARY TO TREAT ALL HIGH COST CUSTOMERS

THE SAME?

Currently, high cost customers are essentially treated differently due to the

differences in the universal service regulations for small and larger carriers. For

example, rural carriers in Arizona receive over $31M2 in support annually

through FCC high cost support mechanisms to offset the small carriers' high

intrastate costs. In contrast, Qwest receives no federal support to offset its costs

of serving high cost rural customers in Arizona. Qwest must recover the high

costs it incurs in rural areas through implicit subsidies from the rates of other

services in lower cost urban areas. Because of these types of disparities, Qwest

proposes that all eligible telecommunications carriers serving high cost customers

should be treated under a single set of rules .

16

17

18

19

20

21

Q_ SHOULD ALL ELIGIBLE TELECOIVIIVIUNICATIONS CARRIERS

(ETCS) PROVIDE SERVICE UNDER THE SAME SET OFRULES?

Yes. The ETC obligations for ubiquitous service throughout the designated

service territory, advertising, and service quality should be the same for all ETCs.

It only makes common sense that ETCs who collect identical support for serving

a high cost area also should shoulder the same obligations and requirements.

A.

2 USAC report HC-01 for the fust quarter 2010. This report is available at:
http://www.usac, org/abouUgovemance/fcc-HlMgs/2010/quarter-l .asps

A.

6.
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1

2

3

4

5

6

7

8

9

10

13

14

15

16

Q. WHAT ROLE DOES RATE RESTRUCTURING PLAY IN UNIVERSAL

SERVICE AND ACCESS REFORM?

For purposes of both universal service and access reform, rate restructuring plays

a critical role. Prior to receiving universal service support or access replacement

fund support through a general surcharge on intrastate revenues of other carriers,

the fund recipient needs to ensure it is charging appropriate and fair rates to its

end user customers. The end user customers of other carriers must not be

burdened with supporting other can~ier's customers when those customers are not

being charged rates commensurate with either the costs of dieir service or the

rates charged to other end users in the state for comparable service. Therefore,

the Commission should establish benchmark rates for basic local service that

ensure end user customers are treated in a fair and consistent manner throughout

the state. Qwest recommends that the residential benchmark rates be set at 125

percent of the weighted average Arizona residence rate and the business

benclnnark be set at 125 percent of the weighted average Arizona business basic

exchange rates.

17

18

19

20

21

22

23

24

25

26

27

28

Q- WHAT ARE THE ADVANTAGES OF TARGETING HIGH COST

SUPPORT FOR UNIVERSAL SERVICE TO THE GEOGRAPHIC AREA

OF THE WIRE CENTER?

A.

A.

Targeting support has two major advantages over providing support over the

entire service area. First, targeting high cost support to the wire center is a

method to align the cost to serve a specific geographic area with the universal

service funding. This develops the fund size in the manner necessary to recover

only the cost of a specific limited geographic area and limit the fund size only to

the necessary amount. Second, specific geographic targeting helps limit Mnd

growth in areas that are not high cost. This situation can occur when universal

service support is targeted to the entire area of LEC operations and the area of

operations includes some lower cost to serve areas.
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1

2

3

4

5

6

7

Q- WHY SHOULD RECEIPTS FROM FEDERAL HIGH COST SUPPORT

BE INCLUDED IN CALCULATIONS OF STATE HIGH COST

UNIVERSAL SERVICE SUPPORT?

The federal high cost universal service funds are designed to offset specific

intrastate costs. Therefore, in order to calculate the need for intrastate support, it

is necessary to account for support already received firm the federal programs

that reduce intrastate costs.

8

9

w . RESPONSE TO SPECIFIC ISSUES WITHIN THE PROCEDURAL
ORDER

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Q- IF ACCESS RESTRUCTURING TAKES PLACE IN ARIZONA, WHAT

REVENUE SOURCES SHOULD BE MADE AVAILABLE TO

COMPENSATE FOR THE LOSS OF INTRASTATE ACCESS

REVENUES?

Qwest recommends that all LECs which reduce their intrastate access levels in

Arizona must meet certain conditions prior to being eligible to receive any access

replacement funds from the AUSF. First, LECs should only be eligible for access

replacement funds through the AUSF to the extent the LECs rate for basic

exchange service meets or exceeds a Commission-determined affordability

benchmark. Qwest recommends that the residential benchmark rates be set at 125

percent of the average Arizona residence rate and die business benchmark be set

at 125 percent of the average Arizona business basic exchange rates. If setting

basic local exchange rates at the benchmark allows the LEC to recover its reduced

intrastate access revenues in a revenue neutral manner, then the AUSF is not

implicated and the next step need not take place.

25

26

27

A.

A.

The second step only takes place to the extent the LEC cannot recover its

intrastate access revenue reductions through the increase on local rates to the

Commission-determined benchmark. In the second step, the LEC should file an



Arizona Corporation Commission
Docket No. RT-00000H_97-0137
Docket No. T-00000D-00~0672
Qwest Corporation
Direct Testimony of Peter B. Copeland
December 1, 2009, Page 6

1

2

3

4

5

6

7

8

9

10

11

12

earnings investigation with the Commission. The Commission can then

determine whether the ETC should receive access replacement funding Hom the

AUSF to compensate ETCs for their intrastate access reductions that exceeded the

revenues gained from increasing the basic local exchange rates to the benchmarks.

This earnings analysis should also consider the level of funding the ETC receives

from the Federal USF (FUSF) that is used to offset intrastate costs. In addition to

providing the Commission with a way to determine the compensability of reduced

intrastate access rates, an earnings investigation will also provide accountability

and assist in preventing an uncontrollable fund. The current Commission rules

provide the Commission flexibility to consider a simplified earnings review

mechanism. This would avoid the considerable cost of preparing a full rate case

by the carrier or review by the Commission.

13

14

15

16

17

18

19

20

21

2 2

23

2 4

25

Q- HOW MUCH OF INTRASTATE ACCESS COST RECOVERY, IF ANY,

SHOULD BE SHIFTED TO END USERS? WHAT SHOULD BE THE

ROLE OF BENCHMARK RATES AND HOW SHOULD THE

BENCHMARK BE SET?

As discussed above, Qwest recommends that the Commission set its benchmark

rates to 125 percent of the state-wide average rates for residential and business

local exchange rates. For example, if the statewide average residential rate

happened to be Qwest's residential rate of $13.18, the benchmark of 125 percent

would be $16.48. Thus, in this example, a LEC which reduced its access rates

could increase its residential basic local exchange rate up to $16.48, as well as a

corresponding business rate increase to the business benchmark. If the LEC did

not need to increase its basic exchange rates all the way to the benchmarks, the

LEC would only increase the rates to a level to achieve revenue neutrality.

26

27

A.

The Commission would set the benchmark rates through a rulemaldng process in

which they considered the affordability of specific benchmarks. To the extent
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1

2

3

4

that the Commission felt that setting the benchmarks above current statewide

averages could jeopardize universal service, the Commission could also examine

the expansion of the lifeline program, such that the affordable benchmark could

be raised without impacting the current penetration of basic local service.

5

6

7

8

9

10

11

12

13

14

15

Q. PROCEDURALLY, WHAT WILL BE REQUIRED OF A CARRIER IF IT

SEEKS A "REVENUE NEUTRAL" INCREASE IN LQCAL RATES?

As stated above, the first step that is necessary is that the Commission approves

rules and basic local service rate benchmarks. In this Rulemaking the Commission

should also set the filing parameters for local rate increases up to the benchmarks.

These parameters should include multi-year transition periods for moving to the

benchmark, if the increase is greater than an amount defined by the Commission.

Additionally, the phase-down of the intrastate access rates would take place in a

revenue-neutral manner in each phased step. The Commission's current customer

notice requirements are sufficient and do not need to be supplemented for this

purpose.

16

17

18

19

20

21

22

23

24

25

26

Q. CAN YOU PRQVIDE AN EXAMPLE OF HOW A REVENUE NEUTRAL

MECHANISM WORKS?

A.

A.

Yes. The use of a revenue neutral mechanism that lowers intrastate access

charges and replaces the lost revenue with charges on end users involves a three

step process. First, the Commission would set a historical base year for

determining the demand quantities for intrastate access minutes of use and end

user demand. Second, using the historical base year demand, each carrier

calculates the annual intrastate access revenue reduction that occurs from moving

from the current rate to the target rate. The third and final step determines the end

user rate increase required to collect the reduction in intrastate access revenue

calculated in the second step. The monthly end user rate increase is the step two
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1

2

revenue reduction divided by the base period end user demand quantities divided

by 12.

3

4

5

6

7

8

9

10

Q. ASSUMING THAT AUSF FUNDS WILL ALSO BE USED AS A

COMPENSATING REVENUE SOURCE, WHAT SPECIFIC REVISIONS

TO THE EXISTING RULES ARE NEEDED TO ALLOW USE OF AUSF

FUNDS FOR THAT PURPOSE?

The current rules would require some modification to specifically allow access

replacement to be provided through AUSF. Canters requesting AUSF support are

required to make a Financial showing under the Commission's rules. Specifically,

Rl4-2-1203, requires the following in connection with a request for AUSF support:

11

12

"A filing under R14-2-103 or other method as the Commission may

prescribe."

13

14

15

16

17

Carriers requesting AUSF support are required to make a financial showing under

the Commission's mies. However, R14-2-l203 does not require the rate case

information described in R14-2-103, but allows another method as the

"Commission may prescribe". Therefore, the Commission could possibly define a

suitable simplified earnings showing.

18

19

2 0

21

22

23

24

25

A.

If the Commission increases the current AUSF disbursements by including

intrastate access replacement support, the ftuiding mechanism for AUSF must be

addressed. The source of the funding of the AUSF should be based on a method

that requires all coniers operating and offering intrastate telecommunications

services in Arizona to contribute in an equitable and non-discriminatory manner ...

it should be sustainable and competitively and technologically neutral. Can-iers

operating wireline, wireless, and cable telephony should all contribute to the

AUSF (and potentially receive funds from it, as an eligible telecommunications
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1

2

3

4

5

6

7

8

9

10

carrier [ETC]), in an equal manner. The contributions could be based on total

retail telecommunications intrastate revenue. To arbitrarily assess 50 percent of

the collection burden on traditional long distance carriers, as is currently the case,

is not a sustainable methodology, given the massive reduction in long distance

volumes that have resulted from wireless competition. If AUSF assessments

apply to only some of those services or to only some providers of those services,

the customers of those providers will be disadvantaged and the providers will be

placed at a significant competitive disadvantage. The Commission should

therefore fund the AUSF in a broad-based, competitively neutral manner so that

all intrastate customers arid carriers contribute to the Fund.

Q- WHICH CARRIERS SHOULD BE ELIGIBLE FOR AUSF SUPPORT?11

12

13

14

15

Eligibility for intrastate access replacement funds and high cost funds should be
s e c "- .-Q

available to all -1-,E6g as long as the meet the basic exchange rate

benchmark requirements and the earnings showing requirements as described

above.

16

17

18

19

20

21

22

23

24

25

Q- WHAT SHOULD BE SUPPORTED BY AUSF? ACCESS

REPLACEMENT ONLY? HIGH COST LOOPS? LINE EXTENSIONS?

CENTRALIZED ADMINISTRATION AND AUTOMATIC

ENROLLMENT FOR LIFELINE AND LINK-UP?

A.

A. If the Commission chooses to amend its rules M suggested above, it may fund

intrastate access reductions through the AUSF. The current rules already provide

for the funding of high cost loops. Finally, it is an appropriate use of AUSF to

fund the centralized administration and automatic enrollment for lifeline and link-

up. In order to fund these last programs, the Commission's current rules must be

amended to include this disbursement from the fund.
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1 v. SUMMARY OF TESTIMONY

2 Q- CAN YOU BRIEFLY SUMMARIZE YOUR TESTIMONY?

3

4

5

6

7

8

9

10

Yes. With the proper rule changes, the AUSF can be utilized to cushion the

effects of intrastate access rebalancing. However, in order to be eligible to utilize

the AUSF for access reform, carriers must first increase end user rates to a

benchmark level determined by the Commission. In order to receive support from

the AUSF, carriers must meet the terns of a simplified earnings showing per the

existing rules. Additionally, the basis for collecting the AUSF funds should

change to a uniform surcharge on intrastate revenues rather than the current

collection mechanism.

11

12

Q- DOES THIS CONCLUDE YOUR TESTIMONY?

A.

A.

Yes.
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1 1. IDENTIFICATION OF WITNESS

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION

3 WITH QWEST CORPORATION.

4 My name is Peter B. Copeland. My business address is 1801 California Street,

5 Denver, Colorado, and I am currently employed by Qwest Corporation ("Qwest")

6 as Director of Cost and Economic Analysis in the Public Policy department.

7 Q- DID YOU FILE DIRECT TESTIMONY IN THIS CASE?

8 Yes.

9 II. PURPOSE OF TESTIMONY

10 Q- WHAT IS THE PURPOSE OF YOUR TESTIMONY?

11 My testimony covers universal service positions presented by the parties to this

12 docket. Specifically, I review the positions of Staff where there is substantial

13 alignment with Qwest's point of view and where there is a divergence in point of

14 view. Also, I discuss the positions of ALECA where Qwest disagrees with their

15

A.

A.

A.

policy proposals.
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1 III. CONTRASTING STAFF'S AND QWEST'S POSITIONS

2 Q- WHAT AUSF RULE CHANGES DOES THE STAFF SUPPORT?

3 Based on the testimony of Mr. Shard, the Staff recommends that the AUSF

4 surcharges should be assessed on intrastate retail revenues rather than the current

5 method that includes interconnection trunks, access lines and intrastate long

6 distance. MI. Shard's testimony noted that this recommendation requires a rule

7 change or amendment.

8 Q. DOES QWEST AGREE WITH STAFF'S RECOMMENDATION?

9 Yes, Qwest agrees wide Staff that a rule change is advisable. The funding of the

10 AUSF should be based on a method that requires all carriers operating and

11 offering intrastate telecommunications services in Arizona to contribute in an

12 equitable and non-discriminatory manner it should be sustainable and

13 competitively and technologically neutral. Carriers operating wireline, wireless,

14 and cable telephony should all contribute to the AUSF.

15 Q- DOES STAFF PROPOSE TO REDEFINE ANY OTHER AUSF RULES AT

16 THIS TIME?

17 Yes. Staff proposes that a specific provision be added to the rules to allow for the

18 use of AUSF revenues to compensate coniers for revenue reductions resulting

19

A.

A.

A.

from access reform.
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1 Q- DOES QWEST CGNCUR THAT A RULE CHANGE IS NECESSARY?

2 Yes. The rules should be clarified to encompass access reform as well as keeping

3 rates affordable in high cost areas.

4 Q- DOES STAFF PROPOSE ANY CHANGE IN THE CURRENT AUSF

5 RULES CONCERNING THE ELIGIBILITY TO DRAW FUNDS FROM

6 AUSF?

7 No. Mr. Shand provides two alternative methods, under the current rules for

8 receiving AUSF funds to offset intrastate access reductions in whole or in part.

9 The first alternative requires companies to file R14-2-103 information to allow a

10 Company and the Commission to increase rates to levels that generate additional

11 revenues while providing service at reasonable rates, before the companies are

12 authorized to receive AUSF subsidies.

13 The second alternative provides that a company may file an application to reduce

14 its intrastate access rates on a revenue neutral basis in exchange for temporary

15 AUSF support. The application would include company financial information

16 sufficient for the Commission to make a fair value finding and fair value rate of

17 return determination. Within 12 months of a Commission decision granting

18 temporary AUSF support, companies would be required to file a rate case or rate

19

A.

A.

review pursuant to A.A.CR14-2-103 .
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1 Q- DO THE STAFF ALTERNATIVES VARY SUBSTANTIALLY FROM

2 QWEST'S POSITION ON THE AUSF RULES?

3 No. Qwest agrees that companies should be required to make a financial showing

4 before the Commission prior to the use of AUSF as a compensating revenue

5

6

source for access reductions by a LEC. The two variations proposed by the Staff

are acceptable methods for utilizing AUSF.

7 Q- DOES THE STAFF RECOMMEND STATE-WIDE BENCHMARK

8 LOCAL RATES AS A MEANS OF SHIFTING ACCESS COST

9 RECOVERY TO END USERS?

10

11

No. The Staff prefers that a benchmark rate for each company should be set when

a company submits its rate review filing.

12 Q- HOW DOES THE APPLICATION OF A STATE-WIDE BENCHMARK

13 END USER RATE AS PROPOSED BY QWEST DIFFER FROM THE

14 COMPANY-SPECIFIC BENCHMARK THAT THE STAFF PROPOSES

15 TO USE?

16

17

The state-wide benchmarks would be set through a rulernaldng process in which

the Commission considers the affordability of specific rates. To the extent that

18

19

20

A.

A.

A.

the state-wide benchmark is set above a colnpany's current authorized local rates,

any access reductions can be initially offset by increases in the local exchange

rates as long as revenue neutrality is maintained. Under Qwest's proposal, LECs
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1 requesting AUSF in addition to increasing local rates to the benchmark need to

2 make a financial showing under the Co1nInission's existing rules. In contrast, the

3 Staff proposal looks at a combination of local rates and AUSF as part of a fair

4 value rate of return filing in a single proceeding.

5 Q- WHAT IS THE IMPACT OF USING A COMPANY SPECIFIC

6 BENCHMARK VERSUS A STATE-WIDE BENCHMARK?

7 Currently, there is a wide range of local residential rates in the State. Basic

8 residential exchange rates range from a low of $9.25 per month to a high of

9 $24.46 per month. Using a company specific benchmark could increase some of

10 these rates as part of an application to offset decreases in intrastate access charges.

11 However, no company's fair value rate of return application would establish a

12 minimum acceptable level for end user charges prior to being considered for a

13 grant of AUSF. In contrast, Qwest's proposal for a state-wide benchmark would

14 create a minimum acceptable level for end user charges as part of the fair value

15 rate of return application.

16 Q- DOES QWEST CONTINUE TO PREFER A STATE-WIDE

17 BENCHMARK?

18 Yes. However, Qwest can accept the use of Staffs proposed company specific

19

A.

A.

benchmark.
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1 Q- WHAT IS STAFF'S POSITION CONCERNING THE FUNDING

2 CENTRALIZED ADMINISTRATION AND AUTOMATIC

3 ENROLLMENT FOR LIFELINE LINKUP CUSTOMERS?

4 A. Staff does not accept the Arizona Eligible Telecommunications Coniers 2005

5 report recorrnnendation that centralized administration and automatic enrollment

6 for lifeline and linkup customers should be funded through AUSF. Staff suggests

7 that the I1ECs stand to gain $38M in additional annual revenue as a result of

8 adding new lifeline and linkup customers through the centralized administration

9 automatic enrollment process.

10 Q- IS THIS AN ACCURATE DEPICTION OF THE $38M INCREASE?

11 No. The $38M represents an estimate of new federal USF lifeline and linkup

12 funds that could be received by the ILE Cs if the centralized administration and

13 automatic erlrollment process generate 400,000 additional lifeline and linkup

14 customers. However, the Staff proposal ignores the fact that the $38M in federal

15 lifeline and linkup funds is an offset for ILEC reductions in the federal subscriber

16 line charge and reductions in the state basic exchange tariff rate of $38M.

17 Therefore, the $38M is designed to keep the ILEC whole for reduced revenues

18 elsewhere and is not a windfall which can be used to fund centralized

19 administration and automatic enrollment. The AUSF represents the best source of

20 funding for the public policy goal of expanding the lifeline and linkup programs

21

A.

to reach all eligible consumers.
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1 Iv. CONTRASTING ALECA'S AND QWEST'S POSITIONS

2 Q- WHAT CHANGES DOES ALECA PROPOSE TO SUPPORT HIGH COST

3 LOOPS FROM AUSF?

4

5

6

7

8

9

10

ALECA recommends a portion of the AUSF support be based on the embedded

cost algorithms used to calculate the Federal High Cost Loop Support (HCLS).

This fund calculates interstate support for rural companies. Currently, the Federal

High Cost Loop Support funds 65 percent of die loop costs between 115 - 150

percent of the national average cost and 75 percent of the loop costs in excess of

150 percent of die national costs. The ALECA proposal would fund all costs

above the 115 percent threshold either through the existing federal support or the

11 AUSF.

12 Q- DOES QWEST RECEIVE SUPPORT FROM THE FEDERAL HCLS

13 MECHANISM?

14 No. Non-rural companies receive high cost support based on a forward-looking

15

16

A.

A.

economic model through the Federal High Cost Model fund. Qwest does not

receive any federal high cost funding in Arizona.
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1 Q- DOES QWEST AGREE WITH STAFF THAT THE ALECA PROPOSAL

2 FOR HIGH COST LOOP FUNDING SHOULD NOT BE FUNDED

3 THROUGH AUSF?

4 Qwest agrees with Staff that high cost loop funding should not be provided

5 through AUSF in the manner proposed by ALECA. Staff states that the

6

7

Commission should await further FCC action with respect to the federal high cost

loop funding mecha.nism prior to taldng any action on the ALECA proposal.

8 Q- DOES QWEST HAVE OTHER REASONS FOR NOT SUPPORTING THE

9 ALECA PROPOSAL FOR PROVIDING HIGH COST LOOP SUPPORT

10 THROUGH AUSF?

11 A. Yes. There are two additional reasons that Qwest does not support the ALECA

12

13

14

proposal. First, the current AUSF rules provide a means for rural carriers to

receive high cost loop support through AUSF. This involves malting a financial

showing under the Commission's rules.

15

16

17

Second, the proposed ALECA rules could lead to double recovery of loop costs

through the HCLS because the HCLS algoridums are based on unseparated loop

costs. 111 other words, the HCLS includes the costs within both the state and

18

19

20

A.

interstate jurisdictions. Currently, 25 percent of every ALEC's loop cost are

allocated to the federal jurisdiction. The federal loop costs are recovered through

the federal subscriber line charge (SLC) and the Interstate Common Line Support
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1 (ICLS) fund, if necessary. Therefore, when the HCLS provides recovery for 75

2 percent of the costs above 150 percent of the national average, the other 25

3 percent of the costs above 150 percent are already allocated to die federal

4 jurisdiction and recovered through SLCs and ICLS. The same is true for costs

5 between 115 - 150 percent of the national average. Cu1Tent1y, the rural ILE Cs in

6 Arizona are forecast by USAC to receive approximately $23 M1 in HCLS in

7 2010. ALECA's request for additional state funding based on the HCLS

8 calculations could substantially increase the AUSF.

9 Rather then attempting to use a system that could lead to double recovery of loop

10 costs, the Commission should utilize its current rules for determining support for

11 high cost areas in the state.

12 v. REVENUE NEUTRAL R.ATE CHANGES

13 Q. WHAT IS QWEST'S RECOMMENDATION FOR REVENUE NEUTRAL

14 RATE CHANGES?

15 Qwest recommends that residential and business local rates may be raised up to a

16 benchmark in a revenue neutral manner to offset reductions in intrastate access.

A.

1 USAC let Quarter 2010 HC-01 Report found at: http://www.universa1servi(:e.org/about/governance/fc&
filings/2010/quarter-1 .asps
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1 Q- WHAT IS STAFF'S POSITION CONCERNING A REVENUE NEUTRAL

2 INCREASE IN RATES?

3 Staffs position is that a change to other rates of the company could be made to

4 offset the switched access charge reduction as long as the change in rates was

5 overall revenue neutral outside of a rate case.

6 Q- WHAT IS THE PRIMARY DIFFERENCE BETWEEN QWEST'S

7 POSITION AND STAFF'S POSITION IN THIS AREA?

8 The major difference is that Qwest proposes the use of statewide benchmark local

9 rates and staff recoxmnends that company specific benchmarks be employed. As I

10 stated earlier, the use of company specific benchmarks is acceptable to Qwest.

11 VI. SUMMARY OF TESTIMONY

12 Q- CAN YOU BRIEFLY SUMMARIZE YOUR TESTIMONY?

13 Yes. Staff and Qwest positions are very close on the major issues of AUSF rule

14 changes that include: I) the manner in which the AUSF surcharge is applied, 2)

15 the current rules do not need to be changed for qualification for AUSF support,

16 and 3) that revenue neutral rate changes can take place outside of a fair value rate

17 of return proceeding. Qwest and Staff disagree that the AUSF should fund the

18 centralized administration and automatic enrollment in lifeline and linkup

19 programs. Qwest supports AUSF funding for these modifications to the lifeline

20

A.

A.

A.

and linkup programs. Qwest and ALECA disagree on the issue of including a
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1 new high cost loop component in AUSF based on the Federal High Cost Loop

2 Fund. Qwest supports the current rules as being sufficient to fund high cost areas

3 of due state and that using the HCLS could lead to issues of double recovery of

4 costs.

5 Q. DOES THIS CONCLUDE YOUR TESTIMONY?

6 A. Yes.
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1. IDENTIFICATION OF WITNESS

Q- PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND POSITION

WITH QWEST CORPORATION.

My name is Peter B. Copeland. My business address is 1801 California Street,

Denver, Colorado, and I am currently employed by Qwest Corporation ("Qwest")

as Director of Cost and Economic Analysis in the Public Policy department.

Q- DID YOU FILE DIRECT TESTIMONY IN THIS CASE?

1

2

3

4

5

6

7

8

9

10

11

A. Yes.

12 11. PURPOSE OF TESTIMONY

Q- WHAT IS THE PURPOSE OF YOUR TESTHVIONY?

13

14

15

16

17

18

My testimony covers universal service positions presented by the parties to this

docket. Specifically, I respond to several speci'dc issues from Reply Testimony

raised by ALECA, Verizon, and AT&T.

19 111. QWEST'S RECEIPT OF FEDERAL USF IN ARIZONA

20

21

22

Q- MR MEREDITH STATES1 THAT QWEST INCORRECTLY STATED

THAT QWEST DOES NOT RECEIVE FEDERAL HIGH COST SUPPORT

A.

A.

1 Reply Testimony of Donald Meredith, page 6, lines 4 through 16.
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1 IN ARIZONA? WOULD YOU PLEASE RESPOND TO MR. MEREDITH'S

2 STATEMENT?

3

4

In my direct testimony, at page 3, I was discussing federal high cost support that

offsets intrastate costs. I noted that the rural carriers in Arizona received $31

5

6

7

8

million in federal support that offsets intrastate costs. Qwest receives no such

federal support that offsets intrastate cost. Mr. Meredith mistakenly points to

Qwest's receipt of federal Irlterstate Access Support (IS) which the FCC

describes,

9

10

11

12

13

14

15

In contrast to the Commission's existing high-cost support mechanisms for

rural and non-rural carriers, which provide support to enable states to ensure

reasonable comparability of intrastate rates, the purpose of the new federal

interstate access universal service support Mechanism is to provide explicit

support to replace the implicit universal service support in interstate access

Cl'181lg€S.2

16

17 Iv. AUSF FUNDING FOR CENTRALIZED ADMINISTRATION OF LIFELINE

18 AND LINKUP

19

A.

2 Sixth Report and Order in CC DOCKET nos. 96-262 AND 94-1,Reprot and Order in
DOCKET NO. 99-249, Eleventh Report and Order in CC DOCKET NO. 96-45, released
May31, 2000 at paragraph 195. FCC 00-193 .

r
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1 Q- WHICH PARTIES IN THIS DOCKET SUPPORT THE FUNDING OF A

2 CENTRALIZED ADMINISTRATION OF LIFELINE AND LINK-UP

3 VALIDATION THROUGH THE AUSF?

4 ALECA and Qwest both recommend that AUSF be used to fund a centralized

5 validation program through the combination of the Arizona Department of

6 Economic Security and the Family Assistance Program. According the 2005

7

8

9

10

11

12

"Report and Recommendations of the Arizona Eligible Telecommunications

Carriers on Lifeline and Link-up Issues" (Report & Recommendations), these two

agencies work with households that comprise approximately 77 percent of eligible

Lifeline recipients. This report found that by utilizing such a centralized process

that approximately 400,000 additional qualifying households could be added to the

lifeline program.

13

14 Q- WHY DOESN'T AT&T SUPPORT THE CONSIDERATION OF THE

15 LIFELINE AND LINK-UP ISSUES IN THIS DOCKET?

16

17 the availability of,

18

19

20

21

In her reply comments, Dr. Oyefusi states, "Access reform should be segregated

from Lifeline and Link-up, such that it does not disturb

eligibility for, and the retail rates Charged for Lifeline and Link-up." Since this

docket includes both access reform and Universal service issues, Dr. Oyefusi's

recommendation seems arbitrary and it disregards the Public policy goals of

universal service in Arizona. M#

22

A.

A.
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1 Q- DOES FUNDING THE CENTRALIZED ADMINISTRATION OF LIFELINE

2 AND LINK-UP PROGRAMS THROUGH AUSF CHANGE THE

3 ELIGIBILTY OR RATES CHARGED FOR LIFELINE AND LINK-UP

4 SERVICES?

5

6

7

8

9

10

No. The eligibility requirements for Lifeline and Link-up services remain the same

as do the retail rates for Lifeline and Link-up. The only change is that households

that are currently eligible for the program, but apparently unaware of its

availability, would have more direct access to information to enroll in die Lifeline

and Link-up programs. Funding the centralized administration as proposed in the

Report and Recommendations would enhance the Arizona Universal Service goals

by increasing access to telephone service.11

12

13 v. CONTRIBUTIONS TC AUSF

14
15 Q- TO THE EXTENT THAT THE AUSF IS EXPANDED TO COVER SOME

16 PORTION OF ACCESS REFORM, DOES QWEST BELIEVE THAT THE

17 AUSF CGNTRIBUTION MECHANISM AND RULES SHOULD BE

18 REVAMPED ?

Yes. As I stated in my direct testimony, under the circumstances of an expanded

AUSF, the Commission should utilize a broad-based, competitively neutral

19

20

21

22

23

A.

A.

assessment SO that all intrastate telecommunications customers and carriers

contribute to the Fund.
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1 Q. WHY DOES VERIZON NOT SUPPORT BROAD-BASED FUND

2 CONTRIBUTIONS THAT INCLUDE WIRELESS CARRIERS?

3

4

5

6

7

8

9

Verizon appears to confuse the issue of unnecessary expansion of the AUSF, with

the funding mechanism itself. No party in this case supports die unnecessary

expansion of the fund. Qwest proposed mechanisms, such as the basic local rate

benchmark and earnings reviews to ensure any support provided by the fund is, in

fact, necessary. However, excluding wireless carriers from contributing to an

AUSF funding mechanism is not competitively neutral and will distort marketplace

decisions between wireline and wireless service. Further, wireless carriers receive

10 benefits firm the AUSF because the fund results in higher subscription to telephone

11 services which benefits all network customers.

12

13 VI. SUMMARY OF TESTIMONY

14
15 Q- CAN YOU BRIEFLY SUMMARIZE YOUR TESTIMONY?

16

17

18

19

20

21

22

A.

A. Yes. Qwest proposes that the AUSF rules be changed in order to be eligible to

utilize the AUSF for access reform. LECs must first increase end user rates to a

benchmark level determined by the Commission to recover the reductions in

intrastate access revenue. Second, if LECs seek support from the AUSF because

increases to end users rates are insufficient to cover their financial needs, carriers

must meet the terms of a simplified earnings showing per the existing AUSF rules.

Additionally, the basis for collecting the AUSF funds should change to a uniform
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1

2

surcharge on intrastate revenues of all telecommunications carriers in the state,

including wireless, rather than the current collection mechanism.

3
4 Q~ DOES THIS CONCLUDE YOUR TESTIMONY?

5 A. Yes.
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